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EXECUTIVE  SUMMARY 


The  Health  Care  Financing  Administration  (HCFA)  is  implementing  the  Per-Episode  Home  Health 
Prospective  Payment  Demonstration  to  test  the  extent  to  which  prospective  per-episode  rate  setting 
increases  efficiency  in  the  provision  of  Medicare  home  health  care.  HCFA's  ultimate  goal  for  a 
prospective  payment  system  is  to  reduce  public  expenditures,  while  maintaining  access  to  care  and  quality 
of  care.  Per-episode  prospective  payment  encourages  participating  agencies  to  reduce  the  number  of  visits 
per  episode  and  to  produce  each  visit  at  lower  cost,  to  generate  profits.  These  incentives  differ  greatly  from 
those  under  the  current  system  of  cost-based  reimbursement,  which  provides  no  reward  for  efficient 
delivery  of  care. 

THE  DEMONSTRATION 

Ninety-one  Medicare-certified  home  health  agencies  in  five  states—California,  Florida,  Illinois, 
Massachusetts,  and  Texas-are  participating  in  the  per-episode  demonstration.  Of  the  91  agencies,  47  were 
randomly  assigned  to  a  treatment  group  to  receive  per-episode  payment.  The  remaining  44  were  assigned 
to  the  control  group  to  continue  under  cost  reimbursement. 

How  the  New  Payment  System  Works 

In  the  demonstration,  agencies  selected  for  the  treatment  group  receive  a  fixed,  lump-sum  payment 
(set  in  advance)  for  the  first  120  days  of  a  Medicare  home  health  episode.  For  this  payment,  agencies  are 
to  provide  all  home  health  care  needed  during  the  120-day  penod-that  is,  they  bear  the  financial  risk  for 
care  needed  during  this  penod.  For  each  visit  beyond  120  days  (outlier  visits),  treatment  agencies  receive 
a  fixed  payment  that  is  also  set  in  advance  and  vanes  by  the  type  of  visit.  Those  agencies  that  can  provide 
care  for  less  than  the  fixed  rates  will  generate  profits,  and  those  whose  costs  exceed  the  fixed  rates  will 
incur  losses. 

Episodes  are  defined  by  gaps  of  at  least  45  days  in  the  receipt  of  Medicare  home  health  care.  Only 
after  the  120-day  nsk  penod  and  a  45-day  gap  in  services  can  an  agency  receive  a  new  per-episode 
payment  for  a  given  Medicare  beneficiary. 

In  the  demonstration,  per-episode  rates  are  based  on  an  agency's  costs  for  the  first  120  days  of  care 
in  its  fiscal  year  preceding  its  entry  into  the  demonstration  (the  base  year).  These  rates  are  adjusted  for 
inflation  and  changes  in  the  agency's  case  mix  in  each  demonstration  year  (relative  to  the  base  year).  The 
case-mix  adjuster  classifies  all  patients  into  18  groups  on  the  basis  of  eight  vanables  descnbing  the 
patient's  condition  (including  functional  status,  specific  conditions,  and  hospital  admission  and  discharge 
dunng  the  home  health  episode).  Payment  for  outlier  visits  is  also  based  on  the  agency's  base-year  per- 
visit  costs  (adjusted  for  inflation). 
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Other  Demonstration  Procedures 

Limited  medical  review  (known  as  abbreviated  medical  review)  is  performed  by  the  demonstration 
fiscal  intermediary  for  care  during  the  120-day  risk  period.  Only  the  care  on  the  admission  bill  is  reviewed. 
The  purpose  of  this  review  is  to  determine  whether  the  patient  meets  the  coverage  criteria  for  Medicare 
home  health  and  whether  at  least  one  visit  meeting  these  criteria  was  delivered. 

The  demonstration  includes  loss-  and  profit-sharing  provisions.  To  encourage  agencies  to  participate 
in  the  evaluation,  HCFA  reimburses  treatment  agencies  for  99  percent  of  any  losses  in  the  first  evaluation 
year  (up  to  the  Section  223  limits)  and  for  98  and  97  percent  of  losses  in  the  second  and  third  years  of  the 
evaluation,  respectively.  To  counteract  the  incentive  to  reduce  the  quality  of  care  to  generate  profits,  as 
well  as  to  prevent  agencies  from  realizing  windfall  profits  at  public  expense,  HCFA  shares  in  profits  that 
are  more  than  15  percent  of  Medicare  allowable  costs  for  prospectively  paid  services. 

The  demonstration's  quality  assurance  system  measures  patient  outcomes  and  uses  a  continuous 
quality  improvement  approach.  Agency  staff  members  collect  information  on  functional  status  and  medical 
condition  for  every  patient  at  admission  and  at  discharge  or  1 20  days  after  admission,  whichever  comes 
first.  The  quality  assurance  contractor  uses  this  information  to  develop  agency-specific  profiles  describing 
patient  outcomes,  which  are  made  available  to  the  demonstration  agencies. 

Incentives  Under  the  Demonstration 

Treatment  agencies  can  reduce  the  cost  of  care  they  provide  during  the  120-day  period  by  reducing 
the  number  of  visits  they  render  during  the  nsk  period,  changing  the  mix  of  visits  to  make  less  costly  visits 
a  larger  proportion  of  visits,  or  reducing  per- visit  costs  (or  some  combination  of  these  three).  To  avoid  loss 
of  economies  of  scale,  however,  treatment  agencies  have  an  incentive  to  increase  the  number  of  Medicare 
outlier  visits  and  of  visits  for  patients  of  other  payment  sources  to  help  offset  reductions  in  visits  rendered 
during  the  nsk  period. 

The  profit  motive  is  the  prime  incentive  offered  under  the  demonstration.  While  treatment  agencies 
may  incur  losses,  the  generous  loss-sharing  provisions  of  the  demonstration  (described  earlier)  limit  the 
incentive  for  agencies  to  alter  their  behavior  to  avoid  losses,  particularly  in  the  first  demonstration  year. 
Thus,  the  demonstration's  incentives  rely  heavily  on  the  "carrot"  of  profits  and  relatively  little  on  the  "stick" 
of  losses. 


THE  EVALUATION 

The  evaluation  seeks  answers  to  broad  sets  of  policy  questions  on  two  main  issues:  (1)  program 
impacts,  and  (2)  agency  decisions  and  operations.  The  goal  of  the  analysis  of  agency  decisions  and 
operations  (of  which  this  report  is  a  part)  is  to  provide  useful  insights  for  the  implementation  of  a  national 
program  of  per-episode  prospective  payment  and  for  interpreting  the  results  of  impact  analysis.  To  this 
end,  this  report  seeks  to  answer  the  following  questions,  as  of  the  early  months  of  the  demonstration: 
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•  What  factors  explain  the  key  decisions  of  home  health  agencies9 

•  What  factors  explain  the  decision  of  home  health  agencies  whether  or  not  to  participate  in  the 
demonstration9 

•  Was  the  demonstration  implemented  as  planned9 

•  What  strategies  did  agencies  adopt  to  reduce  visits  per  episode  and  per-visit  costs? 

•  What  were  the  effects  of  these  strategies  on  the  process  of  care,  and  what  implications  do 
these  effects  have  for  access  to  care  and  the  quality  of  care9 

To  answer  these  questions,  we  draw  on  four  types  of  data:  ( 1 )  primary  data  collected  during  site  visits 
to  a  judgmental  sample  of  67  demonstration  agencies,  supplemented  by  agency  documents;  (2) 
administrative  data  describing  these  home  health  agencies;  (3)  primary  data  collected  through  bnef 
telephone  interviews  with  a  sample  of  agencies  that  declined  to  participate  in  the  demonstration;  and  (4) 
telephone  interviews  with  representatives  of  the  demonstration  contractor  and  fiscal  intermediaries. 

To  provide  a  context  for  the  responses  to  these  five  questions,  and  because  an  agency's  characteristics 
and  environment  affect  its  decisions  and  behavior,  the  report  first  describes  the  case  study  agencies  and 
the  environments  in  which  they  operate.  It  then  addresses  each  of  these  questions  in  turn. 

WHO  ARE  THE  CASE  STUDY  AGENCIES9 
Structure  and  Services 

Almost  85  percent  of  the  case  study  agencies  (56)  are  freestanding  agencies  (that  is,  they  are  not  based 
in  an  inpatient  facility),  and  the  remaining  1 1  agencies  are  based  in  a  hospital.  About  half  of  the  free- 
standing agencies  are  for-profit,  and  half  are  voluntary  or  private  nonprofit  agencies.  Most  of  the 
voluntary  or  private  nonprofit  agencies  are  visiting  nurse  associations. 

Over  70  percent  of  the  case  study  agencies  have  at  least  one  affiliated  organization  (usually  another 
home  health  agency  or  a  hospital).  For  about  two-thirds  of  the  agencies  with  affiliates,  an  affiliate  is  the 
agency's  parent  organization.  Typically,  the  parent  is  closely  involved  in  key  business  and  strategic 
decisions.  In  both  hospital-based  agencies  and  those  that  are  members  of  chains,  the  agency  is  expected 
to  follow  the  procedures  and  policies  of  the  parent  organization. 

The  demonstration  agencies  vary  considerably  in  size.  In  1995,  the  smallest  agency  completed  just 
over  4,000  visits  and  the  largest,  more  than  1.2  million  visits. 

Most  case  study  agencies  were  "full-service"  agencies  at  the  time  of  the  site  visits—offering  all  six  of 
the  services  covered  by  Medicare  home  health  care  (skilled  nursing,  home  health  aide,  physical  therapy, 
occupational  therapy,  speech  therapy,  and  medical  social  work).  Many  of  them  also  offered  specialized 
clinical  programs  (such  as  infusion  therapy)  and  non-Medicare  services  (such  as  homemaker  services). 
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Financial  Characteristics 

Medicare  is  the  dominant  payment  source  for  the  case  study  agencies.  It  provides  83  percent  of 
agency  revenues,  on  average. 


Case  Study  Agency  Revenue,  by  Payer  Source 


Variation  exists  in  the  base-year  costs  of  the  case  study  agencies.  While  the  average  base-year  cost 
for  a  nursing  visit  was  $87  and  that  for  a  home  health  aide  visit  was  $40,  the  highest  per-visit  costs  were 
three  to  nine  times  greater  than  the  lowest  ones  for  a  given  type  of  visit.  The  aggregate  costs  of  the  case 
study  agencies  in  the  base  year  were,  on  average,  about  15  percent  below  the  Section  223  limit,  but  14 
percent  (most  frequently  hospital-based  agencies)  had  aggregate  costs  that  exceeded  the  limits  (usually 
by  only  a  few  percentage  points). 


IN  WHAT  ENVIRONMENTS  DO  THESE  AGENCIES  OPERATE? 
Patient  Mix 

The  characteristics  of  patients  may  affect  agency  response  to  prospective  payment.  For  example,  it 
may  be  more  difficult  for  agencies  to  reduce  visits  for  patients  who  are  more  severely  ill  or  who  have  fewer 
resources  of  their  own  on  which  to  draw. 
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About  two-thirds  of  case  study  agencies  report  that  their  mix  of  patients  is  similar  to  that  served  by 
other  agencies  in  their  communities.  The  other  third  report  differences  in  socioeconomic  status,  panent 
condition,  and  acuity  of  patient  illness.  Analysis  of  demonstration  case-mix  adjuster  data  for  the  base 
period  indicates  that  agencies  differ  substantially  with  respect  to  the  relative  incidence  of  the  1 8  case-mix 
categories. 

Just  over  40  percent  of  case  study  agencies  reported  that  their  patient  mix  was  changing  in  the  year 
before  they  began  demonstration  operations.  For  most  of  these  agencies,  patients  were  more  severely  ill 
than  the  year  before.  The  agencies  attributed  the  change  to  differences  in  hospital  practices  and  increasing 
provision  of  "high-tech"  services  in  the  home. 

Competition 

Competition  from  other  agencies  will  limit  agency  ability  to  expand  to  maintain  volume  of  visits 
rendered  and  agency  ability  to  select  patients  who  are  less  expensive  to  serve,  since  referral  sources  can 
readily  select  another  home  health  agency  if  one  agency  is  "picky"  about  the  patients  it  accepts. 
Competition  from  other  agencies  may  also  limit  agency  ability  to  reduce  the  number  of  visits,  because 
patients  can  transfer  to  other  agencies  if  they  desire  more  visits. 

Most  case  study  agencies  (85  percent)  characterize  home  health  care  as  highly  competitive  in  the 
communities  they  serve,  although  hospital-based  agencies  perceive  competition  as  less  intense  (probably 
because  they  have  "protected"  referral  streams).  Furthermore,  almost  half  of  the  case  study  agencies 
report  that  there  is  an  oversupply  of  agencies  in  the  communities  they  serve. 

Community  Services 

The  availability  of  community  services  will  affect  agency  ability  to  reduce  home  health  visits  by 
referring  patients  to  other  programs  offering  home-  and  community-based  care.  In  general,  case  study 
agencies  are  able  to  refer  low-income  patients  to  community  support  services,  including  home-delivered 
meals  and  homemaker/personal  care  services.  However,  while  waiting  lists  usually  are  short,  agencies 
reported  that  the  need  to  continue  serving  the  patient  even  for  a  short  penod  makes  it  difficult  to  control 
the  number  of  visits. 


Managed  Care 

Experience  under  managed  care  may  or  may  not  facilitate  a  transition  to  per-episode  prospective 
payment.  On  the  one  hand,  experience  under  managed  care  may  influence  agencies  to  develop  approaches 
to  reducing  visits  per  episode  or  per-visit  costs.  On  the  other,  the  loss  of  referrals  to  managed  care 
agencies  may  reduce  the  volume  of  visits  rendered,  making  it  more  difficult  for  agencies  to  accept  further 
reductions  in  volume  under  prospective  payment. 

Over  80  percent  of  case  study  agencies  have  some  Medicare  managed  care  plans  operating  in  the 
areas  they  serve.  This  varied  by  region,  from  1 00  percent  in  California  and  Florida  to  70  percent  in  Texas. 
Agencies  in  rural  areas  were  least  likely  to  report  the  presence  of  Medicare  managed  care  plans.  While 
plans  were  generally  available,  however,  most  agencies  served  few  managed  care  enrollees. 
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Growth 

Growth  rates  can  affect  the  response  to  per-episode  prospective  payment.  This  is  because  it  can  be 
easier  to  "make  up'1  for  reductions  in  visits  per  episode  during  a  period  of  growth  and  thus  avoid  loss  of 
economies  of  scale. 

About  half  of  the  case  study  agencies  expected  to  grow  dunng  the  three-year  demonstration  period 
(by  9  percent  a  year,  on  average),  and  about  1 5  percent  expected  that  the  volume  of  visits  they  rendered 
would  shrink  dunng  that  time  (by  8  percent  a  year,  on  average).  These  expected  growth  rates  are 
dramatically  different  from  the  rates  that  prevailed  only  a  few  years  ago  when  agencies  were  growing 
steadily.  Agencies  attribute  the  slowdown  to  a  number  of  factors,  including  the  increased  presence  of 
managed  care  and  competition  from  other  agencies. 


Factors  Limiting  Growth  in  Visit  Volume  of  Case  Study  Agencies 

Competition  from  Other  Agencies 
Expanding  Role  of  Managed  Care 
Lack  of  Working  Capital 
Lack  of  Sufficient  Staff 
Incentives  to  Reduce  Volume 
Policies  of  Affiliated  Hospital 
Lack  of  Adequate  Billing  System 
Increased  Scrutiny  by  Physicians 

Other 
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UNDERSTANDING  KEY  AGENCY  DECISIONS 

Understanding  the  factors  that  explain  key  agency  decisions  will  provide  msights  into  how  agencies 
are  likely  to  respond  to  the  incentives  of  a  national  program  of  home  health  prospective  payment. 
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What  Factors  Explain  the  Key  Decisions  of  Home  Health  Agencies? 

The  current  environment  in  the  home  health  industry  is  one  of  transition,  even  turmoil.  In  this 
environment,  the  factors  that  explain  the  key  decisions  of  home  heath  agencies  are  the  desire  to  survive 
as  an  organization  and  the  desire  to  fulfill  the  organization's  mission—almost  always  in  that  order. 

Many  home  health  agencies,  particularly  smaller  ones,  cannot  be  confident  of  their  survival  in  the 
current  business  climate.  They  are  being  squeezed  out  by  the  growth  of  managed  care  and  intense 
competitive  pressure  from  other  agencies  (and  even  other  types  of  providers).  A  reduction  in  the  number 
of  home  health  agencies  often  may  be  in  the  public  interest  (especially  in  urban  areas)  because  it  should 
enhance  efficiency;  it  is  very  hard  on  the  people  directly  involved,  however,  and  they  resist  mightily. 

We  observe  people  who  are  acting  to  ensure  the  survival  of  their  agencies—some  haltingly  and  some 
well.  Traditions  crumble  in  the  face  of  the  survival  imperative,  and  so  visiting  nurse  associations  no  longer 
respect  each  other's  traditional  territories.  Mission  must  bend  if  necessary  to  ensure  survival— if  nonprofit 
agencies  cannot  afford  to  fund  free  care  at  the  historical  level,  they  will  limit  it. 

Some  people  do  not  sense  when  the  organizations  that  support  them  are  in  danger  or  do  not  clearly 
see  where  danger  comes  from.  The  executives  heading  the  demonstration  agencies  have  to  cope  with  staff 
and  contractors  who  are  reluctant  to  change,  for  whom  it  is  "business  as  usual." 

The  chances  of  survival  may  be  enhanced  by  affiliation  with  others— through  vertical  integration  with 
hospitals  or  other  types  of  health  care  providers  or  through  horizontal  integration  with  other  home  health 
agencies.  Both  types  of  integration  permit  efficiencies  by  eliminating  duplication  in  administrative 
operations.  Vertical  integration  offers  the  important  advantage  of  a  stream  of  relatively  protected  referrals, 
but  it  comes  at  a  greater  price  in  agency  autonomy  and  the  opportunity  to  pursue  a  mission  of  community 
service.  It  also  comes  at  greater  risk,  since  if  the  hospital  fails  (as  many  are),  the  home  health  agency  will 
fail  as  well.  The  decisions  of  when  and  with  whom  to  affiliate  have  very  important  consequences  for 
agency  survival.  Agencies  are  struggling  to  make  the  "right"  choice. 

While  agencies  struggle  with  the  market  trends,  they  also  focus  their  efforts  on  enhancing  their  current 
position  to  ensure  survival  and  growth.  They  seek  new  referral  sources  and  try  to  cement  their  relationships 
with  their  existing  sources.  They  expand  the  geographic  areas  they  serve,  searching  for  ways  to  do  so 
efficiently,  to  meet  the  demands  of  referral  sources,  and  to  seize  business  opportunities.  They  develop 
new  products  and  services  to  meet  the  needs  of  a  niche  market  or  to  diversify  to  limit  risk.  Occasionally 
mission  wins  out,  and  agencies  introduce  new  services  that  have  poor  financial  prospects  in  order  to  meet 
the  needs  of  their  communities.  They  can  little  afford  to  provide  services  that  do  not  pay  their  own  way, 
however.  Most  agencies  want  to  meet  community  need,  but  they  cannot  do  so  if  they  go  out  of  business. 

Per-episode  prospective  payment  will  apply  to  all  Medicare  patients  who  are  not  enrolled  in  managed 
care  plans.  Therefore,  it  is  likely  that  a  national  program  will  provide  further  impetus  for  the  types  of 
behaviors  that  agencies  have  adopted  to  cut  costs  in  response  to  managed  care,  although  the  strength  of 
the  incentives  to  do  so  will  depend  on  whether  a  given  agency's  costs  per  episode  are  above  or  below  the 
national  or  regional  rates  adopted  in  a  national  program.  More  affiliation  of  agencies  (among  themselves 
or  with  networks  of  hospitals  and  other  providers)  seems  likely,  not  only  to  secure  referrals  and  reduce 
administrative  costs,  but  also  to  increase  the  number  of  covered  cases  so  that  agencies  are  less  likely  to 
experience  losses  due  to  a  few  very  expensive  cases  for  which  the  case-mix  adjuster  does  not  fully  account 
for  costs. 


xxv 


c 


( 


UNDERSTANDING  DEMONSTRATION  PARTICIPATION 


Understanding  the  participation  decision  will  provide  useful  insights  for  designing  an  ongoing  program 
of  per-episode  prospective  payment. 

The  decision  to  participate  was  made  by  senior  staff  of  the  agency  and  parent  organizations  (if  any). 
Except  for  a  few  agencies  belonging  to  chains,  the  director  of  the  agency  was  a  central  decision  maker, 
although  in  hospital-based  or  chain  agencies,  senior  staff  of  the  parent  agency  often  had  the  final  say. 

What  Explains  the  Decision  to  Participate  in  the  Demonstration? 

Objectives  of  Participation.  The  most  significant  objective  was  the  opportunity  for  the  agency  and 
its  staff  to  learn  about,  and  gain  experience  in,  operating  under  payment  systems  other  than  cost 
reimbursement.  Over  90  percent  of  the  case  study  agencies  saw  the  opportunity  to  try  prospective  payment 
with  limited  financial  risk  as  an  advantage  of  participation.  About  half  of  the  case  study  agencies  saw  the 
demonstration  as  an  opportunity  to  try  working  in  an  environment  like  that  of  managed  care  with  little 
financial  nsk  and  with  assistance  from  the  demonstration  contractors.  A  third  of  the  executives  of  case 
study  agencies  reported  that  they  sought  to  use  the  demonstration  as  a  way  to  raise  the  cost-consciousness 
of  agency  staff  used  to  working  under  cost  reimbursement. 

For  over  half  of  the  case  study  agencies,  generating  a  profit  (or  surplus)  was  another  key  objective. 
Generating  a  profit  was  important  to  both  nonprofit  and  for-profit  agencies  and  to  both  hospital-based  and 
freestanding  agencies.  Nonprofit  agencies  wanted  to  reinvest  their  profits  in  their  agency,  generate  funds 
to  support  chanty  care,  and  improve  their  ability  to  borrow. 

A  minority  of  agencies  reported  other  objectives.  Slightly  less  than  20  percent  of  case  study  agencies 
reported  that  one  of  their  objectives  in  participating  was  to  obtain  patient  data  (primarily,  patient  outcome 
data  from  the  quality  assurance  component).  About  the  same  percentage  wanted  to  obtain  greater 
flexibility  in  patient  care  (either  through  reduced  government  oversight  or  the  implementation  of  specific 
practices  not  currently  covered  under  Medicare  cost  reimbursement).  About  1 5  percent  reported  that  one 
of  their  objectives  in  participating  in  the  demonstration  was  to  change  their  fiscal  intermediary.  Finally, 
about  10  percent  sought  an  opportunity  to  influence  a  national  payment  system  for  Medicare  home  health 
care. 

Disadvantages  of  Participation.  The  greatest  disadvantage  to  participation  was  considered  to  be 
the  costs  of  collecting  required  data.  Slightly  over  half  of  the  case  study  agencies  named  this  as  a 
disadvantage,  and  most  of  these  noted  that  the  cost  of  data  collection  was  one  of  the  most  important 
difficulties  they  had  with  the  study.  Agencies  were  concerned  about  the  costs  associated  with  changing 
fiscal  intermediary,  setting  up  the  quality  assurance  system,  and  restructuring  data  systems.  One-fourth 
of  the  agencies  noted  that  the  paperwork  involved  would  be  time-consuming  and  that  there  would  be  little 
payoff  from  participating  if  they  were  assigned  to  the  control  group. 

While  agencies  regarded  the  demonstration  loss  protections  as  important,  fear  of  financial  losses  was 
also  a  concern  for  about  one-quarter  of  the  case  study  agencies.  They  cited  concerns  about  whether  they 
could  change  their  organizations  to  deliver  care  within  the  prospective  rates,  whether  their  rates  reflected 
their  current  cost  of  care,  whether  they  could  reduce  their  costs  below  the  limits,  and  whether  the  case-mix 
adjuster  was  sufficiently  accurate  to  ensure  equitable  payment. 
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Smaller  percentages  of  case  study  agencies  noted  other  disadvantages.  These  included  concern  over 
having  to  establish  a  relationship  with  a  new  fiscal  intermediary,  the  strictness  of  medical  review  by  the 
demonstration  fiscal  intermediary,  and  HCFA's  share  of  the  demonstration  profits. 


Objectives  Considered  by  Nonparticipating  Agencies, 
Compared  with  Those  of  Case  Study  Agencies 


Learning  and  Expenence 
Generate  Profits 
Obtain  Data 
Obtain  Flexibility 
Change  Fiscal  Intermediary' 
Influence  Future  System 
Protection  from  Reform  Initiatives 
Other 
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Case  Study  Agencies  □Nonparticipating  Agencie; 


We  also  interviewed  17  agencies  that  had  seriously  considered  demonstration  participation  but 
decided  against  it— often  because  the  agency  was  experiencing  organizational  instability.  In  general,  the 
nonparticipating  agencies  viewed  the  advantages  and  disadvantages  of  participation  in  the  same  way  as 
participating  agencies,  although  nonparticipating  agencies  were  considerably  more  likely  to  mention  the 
potential  for  financial  losses. 

Misunderstanding  and  Mystery.  There  appeared  to  be  a  fair  amount  of  misunderstanding  among 
case  study  agencies  about  the  effect  of  volume  reduction.  Many  agencies  noted  that  their  rates  had  never 
been  close  to  the  cost  limits  and  that,  as  a  result,  they  had  little  concern  over  their  prospective  rates  or  over 
the  fact  that  HCFA  would  not  reimburse  for  losses  over  the  cost  limits.  These  agencies  may  not  have 
understood  that  a  reduction  in  the  number  of  visits  could  increase  per- visit  costs  through  loss  in  economies 
of  scale. 
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The  case-mix  adjustment  appears  to  be  somewhat  mysterious  to  some  case  study  agencies.  Ten 
agencies  flatly  stated  that  they  did  not  understand  the  adjustment  and  that  they  were  just  going  "on  faith" 
that  it  would  work. 


Lessons  for  a  National  Program 

In  an  ongoing  national  program  of  prospective  payment,  agencies  would  not  have  a  choice  about 
participation.  Nevertheless,  some  of  the  issues  raised  by  participating  and  nonparticipanng  agencies  about 
the  demonstration  have  implications  for  a  national  program.  First,  it  appears  that  generating  a  profit  is 
important  to  both  nonprofit  and  for-profit  providers.  Thus,  we  expect  that  both  types  of  providers  will 
respond  to  this  incentive  under  a  national  program.  Second,  patient  outcome  data  are  important  to  agencies 
but  are  costly  to  collect;  this  suggests  that  efficiencies  in  collecting  patient  outcome  data  be  given  a  high 
priority  in  a  national  program  and  that  systems  be  developed  to  make  these  data  readily  available  to  home 
health  agencies  for  their  own  use.  Third,  scheduling  the  date  of  transition  to  a  national  program  many 
months  in  advance  should  help  to  minimize  the  difficulty  of  its  implementation,  allowing  time  to  prepare 
and  giving  vendors  time  to  develop  software  systems. 

Both  participating  and  nonparticipating  providers  raised  concerns  about  cash  flow,  and  (as  descnbed 
later),  cash  flow  has  been  a  problem  in  implementing  the  demonstration.  In  a  national  program,  some  of 
the  agencies  with  cash  flow  problems  may  be  forced  to  close  their  doors  due  to  a  lack  of  capital  resources. 
To  ensure  the  survival  of  efficient  providers  with  limited  access  to  capital,  it  may  be  necessary  to  provide 
timely  payment  or  help  agencies  secure  a  source  of  capital  as  they  move  to  a  national  system  of  prospective 
payment. 

Finally,  per-episode  payment  is  not  straightforward.  The  fact  that  some  participating  agencies  did  not 
understand  important  issues  about  the  payment  system  suggests  a  need  for  educating  agencies  about  its 
features  before  the  implementation  of  a  national  program. 

IMPLEMENTING  DEMONSTRATION  PROCEDURES 

The  implementation  of  the  demonstration  is  important  for  two  reasons.  First,  to  interpret  the  impact 
analyses,  we  must  understand  the  intervention  as  it  was  earned  out,  not  simply  as  it  was  planned.  Second, 
issues  that  arise  during  the  implementation  of  the  demonstration  can  yield  lessons  for  the  implementation 
of  an  ongoing  program  of  prospective  payment. 

Training 

Over  half  (36)  of  the  case  study  agencies  characterized  the  training  they  received  in  preparation  for 
the  demonstration  as  good  or  excellent,  and  80  percent  characterized  it  as  satisfactory  or  better.  Several 
improvements  to  training  were  suggested,  however,  that  provide  lessons  for  a  national  program.  Some 
agencies  indicated  that  it  would  have  been  helpful  to  have  guidance  on  how  to  manage  their  agencies  under 
per-episode  prospective  payment.  Others  suggested  that  it  would  have  been  helpful  to  have  more  of  a 
"hands-on"  or  "how-to"  approach  to  training  and,  in  particular,  to  have  a  model  cost  report  form  so  that 
agencies  could  understand  exactly  how  this  new  payment  system  would  affect  revenues. 
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review  would  almost  surely  not  be  feasible  in  an  ongoing  program,  this  step  moves  the  demonstration 
procedures  one  step  closer  to  an  ongoing  program. 

Overall  a  key  lesson  learned  is  that  accumulation  of  small  and  moderate  problems  can  cause  some 
agencies  severe  cash  flow  problems.  During  the  demonstration,  the  fiscal  intermediary  was  able  to  handle 
many  of  these  problems  on  a  case-by-case  basis-this  procedure  might  be  overwhelming  in  a  nationwide 
implementation,  however.  HCFA  may  wish  to  consider  alternative  methods  to  ease  agencies  with  ttght 
cash  flow  problems  through  the  transition  period,  especially  those  that  are  paid  on  the  periodic  interim 
payment  system. 

Quality  Assurance.  Because  the  selection  of  the  quality  assurance  contractor  and  the  initiation  of 
the  quality  assurance  data  collection  were  delayed,  agencies  were  still  "shaking  down  the  quality 
assurance  procedures  at  the  time  of  our  site  visits.  As  a  result,  our  first  site  visits  do  not  provide  us  wi  h 
"steady-  state"  mformanon  on  some  issues  related  to  quality  assurance,  and  the  first  site  visits  cannot  yield 
accurate,  reasonably  objective  evidence  of  the  burden  associated  with  completion  of 
forms  (although  we  know  that  the  subjective  impression  of  many  agencies  is  that  completion  of  these  forms 
is  burdensome).  Objective  evidence  is  important,  since  HCFA  is  planning  to  implement  a  similar  quality 
assurance  system  nationally. 

In  addition,  some  quality  assurance  procedures  are  applicable  only  when  patients  admitted  during 
demonstration  operations  have  been  receiving  care  for  120  days.  For  this  reason,  few  agencies  had 
e^nence  with  complenon  of  the  quality  assurance  forms  at  the  end  of  the  120-day  nsk  period  when  we 
visited  them. 

Two  important  lessons  about  quality  assurance  from  the  early  days  of  the  demonstration  pertain  to  the 
quality  of  the  data  collected.  First,  some  inconsistencies  in  the  data  items  need  to  be  resolved  to  maximize 
the  quality  of  the  data.  Second,  the  requirement  that  agencies  complete  quality  assurance  forms  before 
(and,  to  a  lesser  extent,  after)  an  inpatient  stay  dunng  the  home  health  episode  is  very  prob lema&c  Since 
agency  staff  often  are  unaware  that  a  patient  will  be  hospitalized  until  after  he  or  she  has  been  admitted  to 
t  hospital,  they  cannot  complete  the  preadmission  form  in  a  timely  way.  When  comp^on ^  form 
is  delayed,  the  quality  of  the  data  is  likely  compromised.  Given  that  a  substantial  minority  of  home  heal  h 
patients  are  admitted  to  the  hospital  dunng  home  health  episodes,  elimination  of  this  requirement  would 
assist  materially  in  reducing  the  burden  of  quality  assurance  data  collection.  Moreover  since  the  key  issue 
for  regulating  the  quality  of  care  under  per-episode  prospective  payment  is  the  patient  s  condition  at 
ZZTor*  the  end  of  the  nsk  penod,  we  question  whether  the  burden  of  data  collection  before  and 
after  inpatient  stays  is  wananted,  especially  in  light  of  the  compromised  data  quality. 


RESPONSE  TO  THE  DEMONSTRATION  INCENTIVES 

Understanding  methods  to  reduce  costs  per  visit  and  visits  per-episode  can  help  home  health  agencies' 
executives  better  manage  their  agencies  in  a  national  program  of  per-episode  prospective  payment.  This 
is  one  type  of  training  that  case  study  agencies  felt  was  lacking  in  the  demonstration.  (However,  such 
training  is  not  likely  to  be  available  from  the  government  as  part  of  an  ongoing  system  of  prospective 
payment,  and  it  was  explicitly  excluded  from  the  agency  training.) 
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Were  Any  Strategic  Changes  Made  in  Response  to  Prospective  Payment? 


The  agencies  in  the  demonstration  are  changing  their  organizational  structures  in  response  to  changes 
in  the  structure  of  the  health  care  market—not  because  of  prospective  payment.  Agencies  are  using  many 
strategic  responses  to  secure  their  patient  referral  bases:  affiliating  with  hospitals  or  health  care  systems, 
expanding  geographic  service  areas  to  be  more  attractive  to  hospital  discharge  planners,  and  conducting 
more  community  awareness  or  advertising  campaigns  to  build  patient  loyalty.  Despite  these  changes, 
agencies  were  determined  to  maintain  their  missions.  However,  agencies  whose  missions  conflicted  with 
agency  survival—in  particular,  those  who  provided  free  care—found  themselves  making  some  compromises 
in  order  to  survive  in  the  new  health  care  market. 

What  Strategies  Do  Agencies  Use  to  Reduce  Per- Visit  Costs? 

Almost  all  of  the  case  study  agencies  had  taken  steps  to  reduce  their  per- visit  costs  in  the  three  years 
before  the  site  visits.  They  had  done  so  primarily  to  make  themselves  more  attractive  to  managed  care 
organizations  from  whom  they  were  seeking  contracts.  Although  the  Section  223  limits  were  frozen  for 
all  home  health  agencies  during  much  of  this  period  (that  is,  they  were  not  adjusted  for  inflation)  and  those 
for  hospital-based  agencies  were  reduced  (with  the  abolition  of  higher  limits  for  hospital-based  agencies), 
these  factors  were  rarely  mentioned  as  a  reason  for  reductions  in  per-visit  costs. 


Major  Types  of  Initiatives  Taken  to  Reduce  Per- Visit  Costs 


Clerical  Support  for  Visiting  Staff 
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To  reduce  per-visit  costs,  agencies  had  employed  a  variety  of  strategies.  By  far  the  most  common  one 
was  to  reduce  administrative  costs,  either  absolutely  or  relative  to  direct  costs— a  strategy  employed  by 
about  half  of  the  agencies.  Many  of  them  cut  costs  per  visit  by  realizing  economies  of  scale  during  the 
three  years  prior  to  our  visit;  they  were  holding  the  line  on  administrative  costs  as  the  agency—and  the 
industry  as  a  whole— grew.  At  the  time  of  our  visits,  a  few  agencies  were  still  pursuing  growth  (while 
constraining  administrative  costs)  as  a  vehicle  to  reducing  per-visit  costs.  Another  common  approach  to 
reducing  per-visit  costs  was  to  cut  administrative  labor  costs  by  consolidating  functions  or  positions.  Three 
agencies  that  joined  in  a  merger  reported  that  such  consolidation  was  central  to  their  cost-cutting  efforts. 
In  addition,  some  agencies  employed  a  variety  of  strategies  to  cut  nonlabor  administrative  costs  (such  as 
costs  of  insurance  and  janitorial  services). 

About  one  agency  in  five  had  reduced  per-visit  costs  by  increasing  use  of  technology.  Some  agencies 
had  purchased  portable  computers  for  visiting  staff.  Other  agencies  had  rejected  portable  computers, 
however,  because  they  could  not  raise  the  capital  required  to  purchase  so  many  computers  or  because  they 
judged  that  the  savings  possible  through  the  use  of  portable  computers  were  not  sufficient  to  justify  their 
expense.  Other  office  technology  was  also  cited  as  responsible  for  reduced  costs.  For  example,  agencies 
are  using  fax  machines  extensively  for  transmissions  to  and  from  the  offices  of  referral  sources  and 
physicians  and  the  homes  of  supervisors  and  staff.  Voice  mail  was  also  mentioned  as  contributing  to  more 
efficient  communication  with  visiting  staff. 

Several  other  approaches  to  reducing  per-visit  costs  were  each  cited  by  about  one  agency  in  six. 
These  included  (1)  increased  use  of  clerical  staff  (instead  of  clinical  staff)  for  intake,  scheduling,  and 
preparing  records;  (2)  introduction  of  productivity  standards,  controls  on  overtime  hours,  and  closer 
supervision  of  productivity;  (3)  changing  the  basis  of  payment  for  visiting  staff  to  per- visit  payment  or 
expanding  the  use  of  this  payment  method;  (4)  reducing  travel  costs  (primarily  by  restructuring  staffing 
of  geographic  areas,  improving  scheduling  programs  to  reduce  mileage,  and  increased  scrutiny  of  travel 
costs);  and  (5)  reducing  supply  costs  (primarily  by  adopting  standardized  supply  lists  and  centralizing 
purchasing  with  an  affiliated  organization  and  by  better  inventory  control). 

What  Strategies  Do  Agencies  Use  to  Reduce  Visits  Per  Episode? 

Half  of  the  agencies  in  the  treatment  group  that  we  visited  had  specific  initiatives  to  reduce  per- 
episode  costs,  planned  in  response  to  per-episode  prospective  payment  or  for  which  adoption  or 
implementation  was  accelerated  by  prospective  payment.  These  initiatives  are: 

•  Closer  Supervision  of  Utilization.  About  half  of  the  treatment  agencies  with  specific 
initiatives  are  more  closely  supervising  utilization  of  visits.  They  usually  were  increasing  their 
review  of  the  initial  plan  of  treatment  and  requiring  special  justification  for  any  visits  beyond 
those  originally  approved. 

•  Care  Maps.  Over  a  third  are  considering  using  care  maps,  or  a  similar  approach  to 
systematizing  care,  for  patients  with  selected  diagnoses.  Such  approaches  help  to  focus  care 
on  achieving  desired  patient  outcomes  as  quickly  as  possible. 

•  Greater  Reliance  on  Community  Services.  Over  a  third  are  placing  greater  reliance  on 
community  services  or  family  caregivers  (or  both)  to  reduce  the  need  for  home  health  visits. 
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•  Telephone  Contact  A  third  plan  to  use  telephone  contacts,  either  instead  of  visits  to  monitor 
patient  compliance  or  to  provide  reassurance  to  patients  for  whom  visits  had  been  reduced. 

•  Speeding  Up  Learning.  Over  a  quarter  are  focusing  on  teaching  patients  and  caregivers  to 
learn  to  provide  needed  care  as  quickly  as  possible—most  often  by  providing  more  frequent 
visits  early  in  the  episode--so  that  the  patient  can  be  discharged  more  quickly  or  the  nurse  can 
assume  a  monitoring  role. 

•  Eliminating  Multiple  Visits  in  a  Day.  About  one  in  six  are  attempting  to  reduce  the  cases 
in  which  a  patient  receives  two  visits  on  the  same  day  by  staff  of  different  disciplines  (for 
example,  therapy  and  nursing  visits). 

•  Use  of  Specialists.  About  one  in  six  are  making  greater  use  of  specialists  to  speed  healing, 
particularly,  dietitians  and  enterostomal  therapists  (to  foster  the  healing  of  wounds). 

•  Rehabilitation/Modification  of  the  Environment  About  1 0  percent  are  planning  to  focus 
on  rehabilitating  patients  or  modifying  the  environment  so  that  patients  need  less  personal 
care. 

•  Equipment  One  agency  is  considering  using  multidosing  pumps  for  every  intravenous 
therapy  case  so  that  patients  and  caregivers  can  administer  a  larger  proportion  of  therapy 
treatments  without  assistance. 


These  types  of  initiatives  are  similar  to  those  adopted  by  other  agencies  in  response  to  limitations  on 
the  number  of  visits  authorized  under  managed  care.  Treatment  agencies  that  were  planning  to  rely  on 
existing  initiatives  to  reduce  visits  per  episode  also  mentioned  use  of  utilization  review,  care  maps, 
telephone  contact,  use  of  specialists,  and  increased  emphasis  on  rehabilitation. 

PROCESS  OF  CARE 

Strategies  to  reduce  per-visit  costs  and  visits  per  episode  may  affect  the  process  of  care;  this  may,  in 
turn,  have  implications  for  access  to  care  and  the  quality  of  care.  Access  to  care  may  be  compromised  in 
the  demonstration  if  agencies  avoid  a  mix  of  patients  that  is  more  expensive  to  care  for  than  the  mix  they 
cared  for  in  their  base  year.  Quality  of  care  could  be  adversely  affected  if  agencies  reduce  visits  per  episode 
inappropriately  or  discharge  patients  prematurely.  However,  a  reduction  in  quality  of  care  is  not  the 
inevitable  consequence  of  a  reduction  in  visits.  In  fact,  some  aspects  of  quality  of  care  might  be  improved 
under  prospective  payment.  Our  site  visit  interview  data  allow  us  to  assess  early  shifts  in  the  process  of 
care,  which  may  have  implications  for  access  to  care  and  quality  of  care. 

What  Are  the  Implications  of  These  Strategies  for  Access  to  Care? 

We  find  no  evidence  that  strategies  adopted  to  reduce  per-visit  costs  and  visits  per  episode  affected 
access  to  care  during  the  early  months  of  the  demonstration  (as  might  have  happened  through  changes  in 
referral  sources  or  in  intake  procedures  designed  to  avoid  patients  whose  care  would  be  more  expensive 
than  average)  and  not  fully  accounted  for  by  the  case-mix  adjuster.    While  most  agencies  were 
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experiencing  change  in  their  referral  sources  in  the  early  months  of  the  demonstration,  these  shifts  were 
due  to  the  turmoil  in  the  home  health  industry,  not  to  the  incentives  of  prospective  payment.  Many  agencies 
(especially  freestanding  ones)  were  struggling  to  maintain  a  stream  of  referrals.  They  were  not  in  a 
position  to  shun  referral  sources,  and  they  did  not  do  so.  Agencies  sometimes  changed  their  intake 
procedures  during  the  year  preceding  our  site  visits.  However,  these  changes  were  designed  to  streamline 
and  centralize  the  intake  process,  not  to  avoid  patients  whose  care  would  be  more  expensive  than  average. 
Agencies  were  not  in  a  position  to  pick  and  choose  specific  patients  for  fear  of  antagonizing  referral 
sources. 


What  Are  the  Implications  of  These  Strategies  for  Quality  of  Care? 

We  find  no  evidence  that  strategies  adopted  to  reduce  per-visit  costs  and  visits  per  episode  affected 
quality  of  care  during  the  early  months  of  the  demonstration.  Over  time,  however,  several  of  the  strategies 
that  are  being  pursued  seem  likely  to  improve  quality  of  care.  Others  may  have  no  effect  or  may  even 
adversely  affect  quality  of  care  in  the  long  run.  If  successful,  strategies  to  achiev  e  patient  independence 
more  quickly  (care  maps,  speeding  up  learning,  use  of  specialists,  rehabilitation  and  modification  of  the 
environment)  would  surely  represent  an  improvement  in  the  quality  of  care. 

However,  the  long-term  impacts  of  strategies  that  increase  reliance  on  patients,  informal  caregivers, 
and  community  services  (instead  of  home  health  visits)  and  of  strategies  emphasizing  utilization  review 
are  less  clear.  To  the  extent  that  patients  and  caregivers  are  able  to  take  on  increased  responsibilities  (for 
personal  care  and  for  treatment),  quality  of  care  will  not  suffer.  More  patient  responsibility  is  consistent 
with  greater  patient  independence.  If  patients,  caregivers,  or  community  services  are  not  adequate  to  the 
increased  responsibilities  being  thrust  upon  them,  however,  then  the  health  of  patients  (and  even  that  of 
informal  caregivers)  could  suffer.  Utilization  review  could  enhance  the  quality  of  care  by  using  the  skills 
of  clinical  supervisory  staff  and  foster  continuity  of  care  by  ensunng  that  supervisors  are  knowledgeable 
about  each  patient's  condition  and  circumstances.  However,  home  health  agency  staff  complain  that  home 
health  care  is  sometimes  severely  limited  under  managed  care  utilization  review,  with  adverse 
consequences  for  patients.  If  the  financial  stakes  were  high  enough—if,  say,  the  survival  of  the  agency  were 
at  stake-what  is  to  prevent  this  from  happening  to  utilization  review  conducted  by  home  health  agencies 
themselves0  Because  of  generous  loss-sharing  provisions,  agency  survival  is  unlikely  to  be  threatened  by 
demonstration  participation.  However,  the  survival  of  some  agencies  will  surely  be  at  stake  in  a  national 
program  of  per-episode  prospective  payment,  with  potentially  adverse  consequences  for  the  quality  of  care. 
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I.  BACKGROUND  AND  METHODOLOGY 


The  Health  Care  Financing  Administration  (HCFA)  is  implementing  the  Per  Episode  Home  Health 
Prospective  Payment  Demonstration  to  test  the  extent  to  which  prospective  payment  for  Medicare  home 
health  services  on  a  per-episode  basis  increases  efficiency  in  the  provision  of  services.  Such  efficiency 
would  reduce  public  expenditures,  while  maintaining  patient  access  to  care  and  the  quality  of  that  care. 
Per-episode  payment  encourages  participating  agencies  to  reduce  the  number  of  visits  per  episode,  and  to 
produce  each  visit  at  lower  cost,  in  order  to  generate  profits  and  avoid  losses.1  These  incentives  differ 
greatly  from  those  found  in  the  current  system  of  cost-based  reimbursement,  which  provides  no  reward 
for  efficient  care  delivery. 

Ninety-one  Medicare-certified  home  health  agencies  in  five  states— California,  Florida,  Illinois, 
Massachusetts,  and  Texas—are  participating  in  the  per-episode  demonstration.2  Forty-seven  of  them  were 
randomly  assigned  to  the  treatment  group  to  receive  per-episode  payment.  The  remaining  44  were 
assigned  to  the  control  group  to  continue  under  cost  reimbursement. 

Several  other  organizations  are  participating  in  the  demonstration  and  evaluation  under  contract  to 
HCFA.  Abt  Associates,  Inc.,  is  the  demonstration  implementation  contractor  responsible  for  recruiting 
demonstration  agencies,  monitoring  die  status  of  demonstration  operations,  and  calculating  certain  statistics 
needed  for  agency  payment.  Palmetto  Government  Benefits  Administrator  (PGB  A)  is  the  demonstration 
fiscal  intermediary  (FI)  responsible  for  review  of  claims  and  agency  payment.  The  Center  for  Health 
Policy  Research  (CHPR)  is  the  quality  assurance  contractor  responsible  for  designing  and  implementing 

'Strictly  speaking,  only  for-profit  agencies  earn  profits;  nonprofit  agencies  generate  surpluses. 
However,  for  brevity's  sake,  we  will  use  the  term  "profits"  in  this  report  to  refer  to  surpluses  generated 
by  nonprofit  agencies,  as  well  as  profits  earned  by  for-profit  agencies. 

:The  per-visit  demonstration  was  also  implemented  in  these  five  states;  however,  most  of  the  agencies 
participating  in  the  per-episode  demonstration  did  not  participate  in  the  per-visit  demonstration.  (Only 
agencies  in  the  control  group  were  eligible.) 

1 


( 


( 


1 


a  quality  assurance  system  for  the  demonstration  agencies.  Mathematica  Policy  Research,  Inc.,  (MPR) 
is  the  evaluation  contractor  responsible  for  assessing  the  impacts  of  the  demonstration  and  its 
implementation. 

This  chapter  sets  the  stage  for  this  report  on  the  initial  implementation  of  the  demonstration.  We  begin 
the  chapter  with  a  brief  overview  of  the  Medicare  home  health  care  benefit  and  the  Medicare-certified 
home  health  agencies  industry,  followed  by  a  description  of  the  Per  Episode  Home  Health  Prospective 
Payment  Demonstration.  The  reader  who  is  familiar  with  Medicare  home  health  may  wish  to  begin  with 
Section  B,  which  describes  the  demonstration.  The  first  part  of  Section  C  reviews  the  research  issues  and 
methodology  used  for  the  impact  analyses.  The  second  part  of  Section  C  describes  the  research  issues, 
samples,  and  methodology  used  in  this  report. 

A.    MEDICARE  HOME  HEALTH  CARE 

Congress  established  the  Medicare  home  health  care  benefit  in  1965,  when  the  original  Medicare 
program  was  created.  Home  health  benefits  were  included  to  offer  beneficiaries  with  acute  conditions  a 
less  intensive  and  less  expensive  alternative  to  hospital  inpatient  care.  At  various  times  since  the  inception 
of  the  Medicare  program,  the  home  health  benefit  has  been  modified,  partly  to  increase  access  to  care. 

Currently,  the  Medicare  home  health  benefit  covers  home  health  services  under  Parts  A  and  B;  neither 
a  deductible  nor  coinsurance  applies  to  most  home  health  services.3  To  be  eligible  for  home  health  care 
benefits,  the  beneficiary  must  (1)  have  Medicare  coverage;  (2)  be  homebound;  (3)  be  under  the  care  of  a 
physician;  and  (4)  need  skilled  nursing,  physical  therapy,  or  speech  therapy.4 


3The  great  majority  of  home  health  visits  are  covered  under  Part  A  to  which  copayments  and 
deductibles  do  not  apply. 

4Skilled  nursing  services  are  covered  as  long  as  (1)  a  physician  has  ordered  them;(2)  the  services  are 
required  on  a  part-time  or  intermittent  basis;  (3)  the  services  require  the  skills  of  a  registered  nurse,  or  of 
a  licensed  practical  nurse  or  licensed  vocational  nurse  under  a  registered  nurse's  supervision;  or  (4)  the 
services  are  reasonable  and  necessary  to  treat  an  illness  or  injury.  Physical  therapy  and  speech  therapy  are 
covered  if  a  physician's  assessment  recommends  it.  Beneficiaries  who  need  only  occupational  therapy  are 
entitled  to  benefits  only  if  they  have  established  a  prior  need  for  skilled  nursing  care,  speech  therapy  or 
physical  therapy  in  the  current  or  prior  certification  period  (see  Teplitsky  and  Janson  1985-92,  p.  VTI.23; 
Section  204.4). 
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HCFA  administers  the  Medicare  home  health  benefit  by  employing  regional  FIs,  each  of  which 
services  a  defined  geographic  region  of  the  country.  In  addition  to  serving  as  communication  links  between 
HCFA  and  the  agencies,  FIs  also  review  claims  to  limit  inappropriate  use  of  services,  make  determinations 
about  reasonable  costs,  and  administer  payments  to  home  health  agencies. 

Outside  the  prospective  payment  demonstration,  Medicare  reimburses  agencies  for  the  reasonable 
costs  incurred  to  provide  care.  Since  July  1987,  an  agency's  costs  have  been  judged  reasonable  as  long 
as  they  do  not  exceed  1 1 2  percent  of  the  mean  cost  incurred  by  all  agencies  in  the  same  geographic  area. 
Agencies  incurring  aggregate  costs  that  exceed  these  limits  are  reimbursed  only  up  to  the  limits  (which  are 
known  as  the  Section  223  Limits).  The  cost  limits  were  frozen  for  reporting  periods  that  began  July  1, 
1994  through  June  30,  1996. 

Although  they  represent  only  a  relatively  small  portion  of  all  Medicare  expenditures  (about  nine 
percent  in  fiscal  year  1 994),  Medicare  expenditures  for  home  health  care  have  been  growing  rapidly  in 
recent  years  (HCF  A  Medicare  and  Medicaid  Statistical  Supplement,  1996)  .  Spending  for  Medicare  home 
health  services  has  grown  at  least  20  percent  a  year  since  1 989,  the  year  in  which  coverage  was  broadened 
as  part  of  the  settlement  of  a  lawsuit  brought  against  HCFA.  After  a  53  percent  spike  in  annual  growth 
in  1990,  the  rate  of  growth  has  declined  (ProPAC  1996). 

Since  the  program's  inception,  the  number  of  Medicare-certified  agencies  has  more  than  quadrupled. 
In  1995,  there  were  roughly  8,700  Medicare-certified  home  care  agencies  (ProPAC  1996). 

Administratively,  home  health  agencies  have  different  ownership  and  auspices.  They  can  be 
freestanding  for-profit,  freestanding  nonprofit,  affiliated  with  a  facility  (such  as  a  hospital  or  skilled  nursing 
facility),  or  operated  by  a  governmental  entity.  Most  of  the  recent  growth  in  the  number  of  Medicare- 
certified  agencies  has  been  in  the  number  of  hospital-based  and  free-standing  for-profit  agencies  (ProPAC 
1996). 
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The  distribution  of  ownership/auspices  varies  considerably  by  region  of  the  country.  Government- 
operated  and  private  nonprofit  agencies  dominate  the  Northeast.  Freestanding,  for-profit  agencies  are 
pervasive  in  the  South  and  West  and  even  dominate  the  markets  in  some  states. 

Similarly,  the  length  of  Medicare  home  health  care  episodes  and  the  number  of  visits  per  episode  vary 
across  regions.  For  example,  in  1990-1991,  the  mean  number  of  approved  visits  in  an  episode  of  home 
health  care  was  46,  and  the  mean  episode  length  was  94  days.  However,  the  mean  number  of  visits  per 
episode  varied  from  28  in  the  Pacific  region  to  95  in  the  East  South  Central  region,  and  the  mean  episode 
length  varied  from  77  days  in  the  Pacific  region  to  180  in  the  East  South  Central  region  (Schore  et  al. 
1993).  In  calendar  year  1994,  visits  per  person  served  averaged  66  nationally  but  varied  from  44.5  in  the 
Pacific  region  to  105.7  in  the  East  South  Central  Region.  The  averages  for  the  five  demonstration  states 
were  as  follows:  California,  46.1;  Florida,  75.9;  Illinois,  51.9;  Massachusetts,  87.0;  and  Texas,  97.4 
(Medicare  and  Medicaid  Statistical  Supplement  1996). 

B.    PER-EPISODE  DEMONSTRATION  PROCEDURES 

The  current  Medicare  home  health  care  reimbursement  system  is  based  only  on  allowable  costs.  As 
indicated,  agencies  are  reimbursed  for  these  costs  up  to  a  limit  that  is  based  on  1 1 2  percent  of  the  mean 
national  cost.  There  is  no  provision  that  allows  home  health  agencies  to  gain  profits  beyond  costs.  As  a 
result,  this  cost  reimbursement  system  provides  no  incentive  for  producing  services  efficiently  and  in  effect 
"subsidizes"  inefficient  providers. 

1.    Demonstration  Payment  and  Incentives 

HCFA  developed  the  Home  Health  Prospective  Payment  Demonstration  to  assess  whether  or  not 
profit  motive  can  increase  the  efficiency  of  providing  Medicare  home  health  care  and  thereby  reduce  public 
expenditures-without  sacrificing  access  to  care  or  the  quality  of  care.  Phase  I  of  the  demonstration,  which 
tested  per-visit  prospective  payment,  provided  agencies  an  opportunity  to  generate  profits  (and  avoid 
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losses)  by  reducing  per-visit  costs.  This  phase  of  the  demonstration,  Phase  II,  tests  per-episode 
prospective  payment.  Under  per-episode  payment,  agencies  may  earn  profits  by  reducing  the  number  of 
visits,  as  well  as  by  reducing  per-visit  costs. 

a.    Demonstration  Payment,  Rate  Setting,  and  Profit-  and  Loss-Sharing 

Payment.  In  the  per-episode  payment  demonstration,  agencies  are  randomly  assigned  to  a  control 
group  to  continue  under  cost  reimbursement  or  to  a  treatment  group  to  receive  prospective  payment. 
Agencies  selected  for  the  treatment  group  receive  a  lump-sum  payment  for  the  first  120  days  of  home 
health  care,  regardless  of  number  of  visits  provided  or  their  cost.5  The  agencies  are  thus  "at-risk"  for  the 
costs  of  care  incurred  during  this  period.  Those  agencies  that  can  provide  care  for  less  than  the  fixed  (per- 
episode)  rate  will  generate  profits,  whereas  those  whose  costs  exceed  the  fixed  rate  will  incur  losses. 

For  each  visit  beyond  120  days  (outlier  visits),  treatment  agencies  receive  a  fixed  payment  rate  that 
vanes  by  the  type  of  visit.  In  the  demonstration,  a  treatment  agency  is  also  paid  on  a  per-visit  basis  for 
visits  made  to  patients  admitted  before  the  agency  began  demonstration  operations  ("phase-in"  visits)  and 
to  those  admitted  within  1 20  days  of  the  end  of  demonstration  operations  in  that  agency  ("phase-out" 
visits).  Agencies  that  can  provide  an  outlier,  phase-in,  or  phase-out  visit  for  less  than  the  fixed  (per-visit) 
rate  can  also  generate  profits. 

Episodes  are  defined  by  gaps  in  receiving  Medicare  home  health  care  of  at  least  45  days.  Only  after 
the  120-day  nsk  period  and  a  45-day  gap  in  services  can  an  agency  receive  a  new  per-episode  payment 
for  a  given  Medicare  beneficiary. 

Rate  Setting.  Prospective  per-episode  rates  are  based  on  an  agency's  costs  and  episode  profile  in 
its  fiscal  year  preceding  its  entry  into  the  demonstration  (the  base  year)  adjusted  for  inflation  and  changes 

5Durable  medical  equipment,  nonroutme  medical  supplies,  and  Part  B  ambulatory  services  continue 
to  be  reimbursed  at  cost  throughout  the  demonstration.  In  addition,  if  an  agency  did  not  provide  one  or 
more  of  the  six  Medicare  services  during  the  base  year  but  begins  to  do  so  during  the  demonstration,  those 
visits  are  also  reimbursed  at  cost,  as  are  the  costs  of  care  for  which  Medicare  is  a  secondary  payer. 
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in  case  mix  in  each  evaluation  year.  The  episode  profile  is  the  average  number  of  visits  of  each  of  the  six 
types  covered  by  Medicare.  Payment  for  outlier,  phase-in,  and  phase-out  visits  are  also  based  on  the 
agency's  base-year  per-visit  costs  (adjusted  for  inflation).6  HCFA's  market  basket  is  used  to  adjust  both 
the  per-visit  and  per-episode  rates  for  inflation. 

The  case-mix  adjuster  classifies  each  patient  into  one  of  18  groups  on  the  basis  of  12  variables  that 
descnbe  the  patient's  characteristics.  From  this  information,  an  aggregate  case-mix  index  is  created  for 
each  agency.  At  the  end  of  each  year  of  the  demonstration,  an  agency's  case-mix  index  for  that  year  is 
compared  with  its  case-mix  index  in  the  base  year.  If  the  agency's  case  mix  differs,  its  aggregate  payment 
is  retrospectively  adjusted. 

Profit-  and  Loss-Sharing.  To  encourage  agencies  to  participate  in  the  demonstration,  HCFA 
provided  a  loss-sharing  arrangement.  HCFA  reimburses  treatment  agencies  for  99  percent  of  losses  in  the 
first  demonstration  year,  and  for  98  and  97  percent  of  losses  in  the  second  and  third  years  of  the 
demonstration,  respectively,  up  to  the  Section  223  limits. 

To  counteract  the  incentive  to  reduce  the  quality  of  care  to  generate  profits,  as  well  as  to  prevent 
agencies  from  realizing  windfall  profits  at  public  expense,  HCFA  shares  in  profits  above  a  specified 
threshold  profit  rate.  If  the  total  of  a  treatment  agency's  per-episode  and  per- visit  prospective  payments 
is  greater  than  the  costs  incurred  in  rendering  the  services  covered  by  these  payments,  profit  greater  than 
five  percent  of  total  allowable  costs  for  these  services  is  subject  to  profit  sharing  with  HCFA.  HCFA's 
share  of  profits  is  25  percent  of  profits  over  5  percent  but  less  than  or  equal  to  1 5  percent  of  total  allowable 
costs  for  these  services,  plus  a  share  of  any  profits  over  1 5  percent  (with  the  share  of  profits  over  1 5 
percent  varying  by  demonstration  year). 


6Because  complete  data  for  episode  profile  and  settled  cost  report  are  not  available  for  a  given  year 
until  some  months  after  that  year  is  over,  the  initial  lump-sum  and  per- visit  rates  used  in  the  demonstration 
were  preliminary  and  were  revised  as  final  base-year  data  became  available. 


b.    Responding  to  the  Incentives  of  Per-Episode  Payment 

Treatment  agencies  can  reduce  the  cost  of  care  rendered  during  the  120-day  period  by  reducing  the 
number  of  visits  they  render  during  the  risk  period,  changing  the  visit  mix  to  make  less  costly  visits  a  larger 
proportion  of  the  total  number,  or  reducing  per-visit  costs  (or  some  combination  of  these  three). 
Reductions  in  the  number  of  visits  during  the  risk  period  could  involve  discharging  patients  earlier,  thereby 
reducing  the  length  of  the  episode  or  reducing  the  frequency  of  visits  without  reducing  episode  length. 
Reductions  in  per-visit  costs  could  be  achieved  either  by  cutting  direct  costs  (such  as  the  length  of  a  visit) 
or  trimming  administrative  costs  (such  as  supervision).  Alternatively,  agencies  might  accept  increases  in 
per-visit  costs  to  reduce  the  number  of  visits  during  the  risk  period.  For  example,  agencies  might  hire 
specialists  (who  command  higher  salaries)  to  promote  healing  and  reduce  the  number  of  visits  or  they 
might  use  additional  administrative  resources  to  monitor  the  number  of  visits  provided,  thereby  increasing 
per-visit  costs.  In  addition,  as  agencies  reduce  per-episode  visits,  they  may  experience  a  reduction  in  their 
direct-cost  base  over  which  administrative  costs  must  be  spread,  which  may  mean  some  loss  in  economies 
of  scale.  As  a  result,  treatment  agencies  will  have  an  incentive  to  increase  the  number  of  outlier  (and 
phase-in  and  phase-out)  visits  to  help  offset  any  volume  reductions  due  to  decreases  in  the  number  of  visits 
during  the  nsk  period,  as  well  as  to  increase  the  number  of  patients  they  serve. 

Profit  motive  is  the  prime  incentive  offered  under  the  demonstration.  While  treatment  agencies  may 
incur  losses,  the  generous  loss-sharing  provisions  of  the  demonstration  (described  previously)  limit  the 
incentive  for  agencies  to  alter  their  behavior  to  avoid  losses,  particularly  in  the  first  demonstration  year. 
Thus,  the  demonstration's  incentives  rely  heavily  on  the  "carrot"  of  profits  and  relatively  little  on  the 
"stick"  of  losses. 

Agencies'  responses  to  the  incentives  offered  by  the  demonstration  will  depend  on  the  priority  each 
agency  places  on  maximizing  profits,  relative  to  other  goals.  Nonprofit  agencies,  in  particular,  may  view 
their  primary  mission  as  meeting  the  needs  of  the  communities  they  serve.  Consequently,  they  may  be 
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more  reluctant  than  for-profit  agencies  to  reduce  visits  during  the  nsk  period  on  the  grounds  that  doing  so 
would  reduce  care  to  those  in  need.  The  demonstration  does,  however,  provide  nonprofit  agencies  with 
an  opportunity  to  generate  profits  that  could  then  be  used  to  develop  programs  that  would  benefit  their 
community  or  to  provide  services  to  those  in  the  community  who  cannot  obtain  them  in  other  ways  such 
as  through  Medicaid,  other  public  programs,  or  private  purchase.7 

Given  the  demonstration's  emphasis  on  profit  motive,  we  expect  for-profit  agencies  to  respond  more 
aggressively  than  nonprofit  agencies  to  the  incentive  of  per-episode  prospective  rate  setting.  We  also 
expect  that  hospital-based  agencies  may  be  less  responsive  to  the  opportunity  to  earn  a  profit  under  the 
demonstration  than  freestanding  agencies.  The  latter  must  respond  to  the  hospital's  need  to  discharge 
patients  promptly  and  to  "flow  down"  hospital  administrative  costs  to  the  home  health  agency.  Attention 
to  the  needs  of  the  parent  organization  may  also  affect  the  behavior  of  other  agencies  that  belong  to  a  chain 
or  other  system  of  organizations. 

2.    Other  Demonstration  Procedures 
a.    Medical  Review 

For  agencies  in  the  treatment  group,  only  limited  medical  review  (known  as  "abbreviated"  medical 
review)  is  performed  by  the  demonstration  FI  (PGBA)  for  care  delivered  during  the  nsk  period.  This 
review  seeks  to  determine  whether  the  patient  met  the  coverage  catena  for  home  health  care  and  whether 
at  least  one  visit  that  met  these  cntena  was  delivered.  Only  the  admission  bill  is  reviewed.  As  a  condition 
of  payment,  PBGA  requires  that  the  agency  submit  HCFA  485  and  486  forms  or  clinical  notes  for  all 


\t  is  theoretically  possible  that  nonprofit  agencies  might  take  advantage  of  the  loss-sharing  provisions 
to  increase  visits  during  the  nsk  penod,  if  they  believe  that  Medicare  has  restncted  the  provision  of  needed 
care.  Nonprofit  agencies  might  treat  the  loss-shanng  provisions  as  a  source  of  community  service  funds, 
accessible  with  a  small  amount  of  funding  (equal  to  one,  two,  or  three  percent  of  losses)  from  pnvate 
sources. 
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admissions  that  coincide  with  an  episode  eligible  for  prospective  payment.  The  medical  review  process 
is  based  on  these  materials. 

All  visits  paid  for  under  per-visit  rate  setting  are  subject  to  the  usual  focused  medical  review,  under 
which  a  sample  of  claims  is  reviewed  to  ensure  that  each  visit  is  medically  reasonable  and  necessary. 
Medical  review  for  control  agencies  continues  under  the  current  (nondemonstration)  regulations.  The  only 
major  difference  is  that  control  agencies  are  assigned  to  the  demonstration  FI  (PGBA).  Since  PGBA's 
medical  review  procedures  may  differ  in  minor  ways  from  those  of  other  FIs,  control  agencies  may  be 
subject  to  somewhat  different  policies  than  those  they  are  accustomed  to. 

b.  Billing 

Treatment  agencies  have  to  submit  an  admission  bill  to  PGBA  (the  demonstration  FI),  to  initiate  an 
episode  of  care.  Treatment  agencies  then  submit  interim  bills  for  the  rest  of  the  risk  period,  although 
payment  for  visits  is  not  predicated  on  their  submission.8  If  there  are  outlier  visits  (visits  beyond  the  risk 
period),  the  agency  must  bill  separately  for  those.  When  a  patient  is  discharged,  either  during  the  risk  or 
outlier  period,  agencies  have  to  submit  a  discharge  bill  to  terminate  the  episode.  However,  PGBA  also 
checks  that  the  120-day  risk  period  and  a  45-day  gap  have  elapsed  before  it  terminates  an  episode  and 
initiates  a  new  one.  PGBA  will  initiate  a  new  episode  only  if  it  has  received  a  discharge  bill  for  a  prior 
episode. 


8The  interim  bills  are  required  to  reimburse  for  supplies  and  to  calculate  costs  for  profit  and  loss 
sharing  with  HCFA.  Also  interim  bills  provide  information  on  number  of  visits  required  for  the  evaluation. 
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If  a  treatment  admission  claim  is  accepted  (following  abbreviated  medical  review),  the  per-episode 
payment  is  made  as  a  lump  sum.9  While  medical  review  is  pending,  subsequent  episode  bills  are 
suspended. 

Penodic  interim  payments  (PIPs),  which  are  intended  to  smooth  cash  flow  for  home  health  agencies, 
were  originally  discontinued  for  treatment  agencies.  However,  as  described  in  Chapter  V,  a  similar 
penodic  payment  system  (called  bi-weekly  interim  payments  [BIPs])  was  later  reintroduced  to  meet  the 
cash  flow  needs  of  some  treatment  agencies  caused  by  delays  in  receiving  per-episode  payments. 

Control  agencies  continue  to  submit  bills  as  under  cost  reimbursement  and  continue  to  be  eligible  for 
PIP.  PGB  A  bases  PIP  payments  on  the  average  cost  for  each  type  of  visit,  while  other  fiscal  intermediaries 
base  PIP  payment  on  overall  average  cost  per  visit.  As  a  result,  there  may  be  minor  differences  in  control 
agency  PIP  payments  compared  to  what  control  agencies  have  experienced  outside  the  demonstration. 

c.    Quality  Assurance  Procedures 

All  agencies  participating  in  the  demonstration  (in  both  the  treatment  and  control  groups)  are  required 
to  collect  and  submit  patient-specific  information  to  CHPR,  the  demonstration  quality  assurance  contractor. 
The  quality  assurance  procedures  follow  a  continuous  quality  improvement  approach.  Visiting  staff  are 
required  to  collect  information  (primarily  on  functional  status  and  medical  condition)  at  admission  and  at 
discharge,  or  120  days  after  admission,  whichever  comes  first.  Similar  information  is  also  collected  before 
admission  to  an  inpatient  facility  (for  a  stay  of  48  hours  or  more)  and  when  the  patient  returns  to  home 
health  care  following  such  an  inpatient  stay.  The  quality  assurance  contractor  uses  this  information  to 


9If  the  admission  claim  is  denied,  interim  claims  for  that  episode  are  suspended  for  65  days  to  await 
appeal.  If  an  appeal  is  filed,  interim  claims  are  suspended  also  until  a  decision  is  made  on  the  appeal  for 
the  admission  claim.  When  an  admission  claim  is  denied  and  an  appeal  is  not  filed  within  65  days,  or  if 
the  denial  of  the  admission  claim  is  upheld  on  appeal,  suspended  interim  claims  are  released  for  possible 
payment  under  per-visit  rate  setting. 
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develop  profiles  describing  patient  outcomes  at  each  agency.  These  profiles  are  provided  to  the 
demonstration  agencies  as  help  to  improve  the  quality  of  care  they  provide. 

C.   COMPONENTS  AND  METHODS  OF  THE  EVALUATION 

The  evaluation  seeks  answers  to  broad  sets  of  policy  questions  on  two  main  issues:  (1)  program 
impacts—the  extent  to  which  per-episode  prospective  payment  for  home  health  care  affects  Medicare 
expenditures,  home  health  agencies,  and  their  patients;  and  (2)  agency  decisions  and  operations.  These 
areas  of  inquiry  are  interrelated.  Impacts  can  only  be  interpreted  in  light  of  how  per-episode  prospective 
rate  setting  was  implemented  by  agencies  participating  in  the  demonstration  and  within  the  context  of  how 
the  demonstration  operated.  In  addition,  the  nature  and  extent  of  program  impacts  must  be  determined 
in  order  to  properly  focus  the  implementation  analysis  on  agencies  that  were  particularly  successful  or 
unsuccessful  in  improving  efficiency.  The  integration  of  these  two  analyses  is  a  key  aspect  of  our 
evaluation. 

1.    Program  Impacts 
a.    Research  Issues 

Many  of  the  critical  policy  issues  to  be  addressed  in  the  evaluation  pertain  to  program  impacts—the 
extent  to  which  per-episode  prospective  payment  for  home  health  care  affects  Medicare  expenditures, 
home  health  agencies,  and  their  patients.  (For  a  detailed  discussion,  see  Phillips  et  al.  1995.)  Controlling 
public  expenditures  would  be  a  primary  objective  of  a  national  program  of  prospective  payment  for  home 
health  agencies.  A  key  aim  of  the  evaluation,  therefore,  is  to  measure  the  impact  of  per-episode 
prospective  payment  on  Medicare  expenditures  for  home  health  care,  and  on  Medicare  expenditures  in 
general.  Because  per-episode  prospective  payment  may  alter  per-visit  costs  and  the  mix  of  visits  rendered, 
as  well  as  the  number  of  home  health  visits,  it  will  be  important  to  identify  the  relative  importance  (to  any 
expenditure  reductions)  of  changes  in  the  cost  of  producing  a  visit  and  in  the  number  and  types  of  visits 
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rendered.  It  will  also  be  important  to  assess  various  cost  components  to  determine  how  any  expenditure 
reductions  are  achieved,  whether  these  reductions  are  likely  to  affect  access  to  or  quality  of  care,  and  the 
extent  of  any  such  effects.  Through  its  potential  effect  on  access  to  and  quality  of  care,  per-episode 
prospective  payment  may  potentially  shift  care  to  nursing  homes  or  hospitals,  programs  that  provide 
personal  care  or  other  community-based  services,  or  to  informal  caregivers  (that  is,  family  members  and 
friends).  The  evaluation  will  also  identify  the  extent  of  such  shifts  and  implications  for  the  overall  burden 
and  cost  of  care  borne  by  public  programs  (including  Medicaid),  patients,  and  their  informal  caregivers. 

These  policy  issues  suggest  a  more  detailed  set  of  research  questions  that  will  be  answered  by  the 
impact  analysis: 

•  What  effect  does  per-episode  prospective  payment  have  on  Medicare  home  health  services 
received  dunng  the  risk  period,  the  outlier  period,  and  overall? 

•  What  effect  does  per-episode  prospective  payment  have  on  per-visit  costs  for  Medicare- 
certified  home  health  agencies  and  on  the  volume  and  types  of  services  provided  by  these 
agencies9 

•  What  effect  does  per-episode  prospective  payment  have  on  patient  selection  and  retention, 
and  thus  on  access  to  care0 

•  What  effect  does  per-episode  prospective  payment  have  on  quality  of  care? 

•  What  effect  does  per-episode  prospective  payment  have  on  Medicare  expenditures  generally17 

•  What  effect  does  per-episode  prospective  payment  have  on  the  use  of  and  expenditures  for 
non-Medicare-covered  services,  including  the  use  of  Medicaid  services,  other  home  and 
community-based  services,  and  informal  care? 

•  Do  the  effects  of  per-episode  prospective  payment  vary  with  the  characteristics  of  the  patient 
or  the  agency? 

b.  Methods 

Addressing  the  many  complex  issues  involved  in  evaluating  the  impacts  of  per-episode  prospective 
rate  setting  requires  data  from  many  sources,  numerous  samples,  a  comprehensive  research  design  that 
allows  observation  of  intermediate  results,  and  sophisticated  analytic  procedures  that  maximize  the 
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available  observations.  We  will  generally  estimate  program  impacts  statistically,  exploiting  the  randomized 
design  (by  comparing  outcomes  for  treatment  and  control  groups)  and  the  panel  nature  of  the  data. 

Our  approaches  to  estimating  impacts  on  different  outcomes  are  similar  in  principle;  they  differ  only 
in  the  particulars  that  concern  the  unit  of  analysis,  the  samples  and  data  sources,  and  the  statistical  model. 
For  each  outcome  measure,  we  will  compare  the  experience  of  the  treatment  agencies  (or  their  patients) 
with  that  of  the  control  agencies  (or  their  patients)  during  the  demonstration  period. 

For  most  of  the  analyses,  the  episode  will  be  the  unit  of  analysis.  The  fact  that  payment  will  be  fixed 
for  an  episode  provides  a  compelling  reason  for  using  the  episode  as  the  analysis  unit.  While  patients  could 
be  used  as  the  unit,  some  will  have  multiple  episodes.  We  will,  however,  use  the  patient-year  as  the  unit 
of  analysis  for  investigating  impacts  across  episodes.  Finally,  we  will  use  the  agency  as  the  unit  of  analysis 
for  investigating  impacts  on  agency  outcomes,  such  as  cost  per  visit  and  structural  aspects  of  quality. 

The  outcome  measures  will  be  drawn  from  demonstration  Uniform  Billing  (UB-92)  forms,  National 
Claims  History  Standard  Analytical  Files  (SAFs),  demonstration  quality  assurance  data,  Medicare 
enrollment  files,  State  Medicaid  Research  Files  (SMRFs),  and  Medicare  cost  reports.  Measures  will  also 
be  drawn  from  three  primary  data  collection  efforts  to  be  conducted  by  MPR.  First,  we  will  conduct 
telephone  interviews  with  a  sample  of  patients  three  and  eight  months  after  their  admission  to  obtain  data 
on  their  health  and  functional  status,  satisfaction  with  home  health  care,  and  their  use  of  non-Medicare 
services.  Second,  we  will  ask  demonstration  agency  nurses  and  aides  to  provide  data  from  a  single  day 
on  the  length  of  their  Medicare  home  health  visits.  Finally,  we  will  ask  agencies  to  complete  an  annual 
self-administered  survey,  which  will  provide  information  on  agency  characteristics  and  procedures, 
including  structural  measures  for  the  analysis  of  care  quality. 

Control  variables  will  be  derived  from  these  same  sources,  as  well  as  from  the  Section  223  limit  files, 
the  Provider  of  Services  File,  and  the  Area  Resource  File  ( ARF). 
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We  will  use  regression  analysis  or  a  related  multivariate  statistical  technique  to  control  for  exogenous 
differences  that  may  exist  between  treatment  and  control  groups  despite  agencies'  random  assignment  to 
treatment  or  control  status.  For  cross-sectional  data  sets,  we  will  use  ordinary  least  squares  regression  for 
continuous  dependent  variables,  logit  analysis  for  binary  dependent  variables,  and  Tobit  analysis  for 
analyses  in  which  the  dependent  variable  is  truncated  at  zero.  With  multiple-year  panel  data  on  agencies, 
we  will  use  fixed-  and  random-effects  models. 

2.    Agency  Decisions  and  Operations 
a.    Research  Issues 

The  analyses  of  agency  decisions  and  operations,  of  which  this  report  is  a  part,  focus  on  the 
examination  of  five  issues: 

1 .  What  factors  explain  the  key  decisions  of  home  health  agencies9 

2.  What  factors  explain  the  decision  of  home  health  agencies  whether  or  not  to  participate  in  the 
demonstration9 

3 .  Was  the  demonstration  implemented  as  planned9 

4.  What  strategies  did  agencies  adopt  to  reduce  visits  per  episode  and  per- visit  costs? 

5  What  were  the  effects  of  these  strategies  on  the  process  of  care,  and  what  implications  do 
these  effects  have  for  access  to  care  and  the  quality  of  care? 

These  five  issues  are  addressed  in  this  first  report  on  agency  decisions  and  operations,  as  of  the  first 
months  of  demonstration  operations.  The  second  such  report  also  will  investigate  the  implementation  of 
demonstration  procedures  and  responses  to  demonstration  incentives.  That  report  will  focus  on  these 
strategies  as  they  evolve  over  time,  with  internal  and  external  feedback,  and  examine  both  strategies  that 
succeed  and  those  that  do  not. 

The  analysis  of  agency  decisions  and  operations  will  provide  a  context  for  interpreting  program 
impacts.  It  will  be  critical  to  understanding  which  strategies  can  help  the  nation  produce  more  efficient 
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home  health  care  and  how  government  can  best  shape  policies  to  encourage  such  efficient  production  by 
agencies  with  widely  divergent  purposes. 

Because  the  analysis  of  decisions  and  operations  draws  upon  a  rich  data  set  that  includes  measures 
of  agency  characteristics  before  the  demonstration,  this  report  also  investigates  "baseline"  differences  in 
the  characteristics  of  agencies  assigned  to  the  treatment  and  control  groups.  Understanding  of  such 
differences  are  important  to  ensure  that  effects  of  any  preexisting  differences  between  the  agencies  in  the 
treatment  and  control  groups  are  not  misinterpreted  as  impacts  of  per-episode  prospective  payment.10 

b.  Methods 

Types  of  Data  Collected.  To  assess  agency  decisions  and  operations,  we  collected  three  basic  types 
of  data:  (1)  primary  data  collected  during  site  visits  to  many  participating  agencies,  and  supplemented  by 
agency  documents,  such  as  mission  statements;  (2)  administrative  data  describing  the  characteristics  of 
the  participating  home  health  agencies;  and  (3)  primary  data  collected  through  brief  telephone  interviews 
with  agencies  that  considered  participating  but  declined.  These  data  are  supplemented  by  information  from 
Abt  Associates,  the  demonstration  implementation  contractor;  CHPR,  the  quality  assurance  contractor; 
PGBA,  the  demonstration  FI;  and  demonstration  materials. 

Conduct  of  the  Site  Visits.  An  MPR  analyst  visited  each  of  67  demonstration  agencies  (the  selection 
of  these  home  health  agencies  is  described  later).  Each  visit  lasted  approximately  one  business  day. 
During  that  day,  the  following  staff  members  were  interviewed:  ( 1 )  the  chief  executive  officer  or  director 
(that  is,  the  person  responsible  for  the  routine  operations  of  the  agency);  (2)  the  chief  financial  officer;  (3) 
a  senior  clinical  supervisor,  such  as  the  director  of  nursing;  (4)  a  member  of  the  staff  responsible  for  quality 


°However,  because  only  some  of  the  91  demonstration  agencies  are  included  in  the  analysis  of 
decisions  and  operations,  as  part  of  our  impact  analyses  we  will  also  compare  all  91  agencies  for  a  more 
limited  set  of  measures  drawn  from  secondary  data  and  the  first  annual  agency  survey. 
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assurance;  and  (5)  two  members  of  the  visiting  staff—a  nurse  and  a  physical  therapist,  or  two  nurses."  In 
addition,  for  agencies  that  were  based  in  a  hospital  or  that  belonged  to  a  chain,  we  interviewed  a 
representative  of  the  parent  organization.  Sometimes  these  representatives  of  "headquarters"  had  offices 
in  a  different  city  or  even  a  different  region  of  the  county  and  had  to  be  interviewed  by  telephone. 

Table  1. 1  lists  the  topics  addressed  during  the  site  visits  and  to  what  types  of  staff  the  questions  on 
each  topic  were  posed.  Questions  that  pertained  to  possible  demonstration  impacts  or  that  asked  for  a 
subjective  impression  or  judgment  were  posed  to  several  staff  members.  However,  to  cover  all  the  topics 
in  one  business  day,  we  generally  asked  only  one  person  to  answer  straightforward  factual  questions  (for 
example,  the  number  of  branch  offices).12 

Selection  of  the  Case  Study  Sample.  Following  the  specifications  of  HCFA's  request  for  a 
proposal,  our  initial  study  design  planned  for  site  visits  to  66  agencies,  the  number  then  expected  to 
participate  in  the  demonstration.  Although  91  agencies  eventually  enrolled  in  the  per-episode 
demonstration,  budget  constraints  precluded  us  from  visiting  them  all.  Instead,  we  selected  a  subsample 
of  66  agencies  for  site  visits.  An  additional  agency  was  later  added  so  we  could  study  three  agencies 
(members  of  the  same  chain)  that  had  merged  their  administrative  operations  early  in  the  demonstration. 

Our  goal  in  designing  the  case  study  sample  was  to  obtain  as  much  information  as  possible  about 
various  agency  environments,  decision-making  processes,  and  responses  to  the  demonstration.  We  decided 
that  ajudgmental  sample  of  agencies  would  come  closer  to  meeting  this  goal  than  a  random  sample.  With 
a  judgmental  sample,  we  could  readily  exclude  similar  agencies  and  agencies  with  similar  environments 


"We  had  also  planned  to  interview  a  member  of  the  staff  responsible  for  utilization  review.  However, 
that  task  was  always  combined  with  quality  assurance. 

12  We  had  originally  planned  to  spend  about  a  day  and  a  half  at  each  agency.  However,  it  became 
apparent  after  the  first  few  site  visits  that  we  had  "worn  out  our  welcome"  after  one  business  day. 
Therefore,  we  revised  the  site  visit  protocol  and  completed  the  remaining  site  visits  in  one  day. 
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to  maximize  the  variety  within  the  case  study  sample.  Thus,  our  case  study  sample  selection  process  was 
really  a  sample-point  exclusion  process. 

To  choose  which  agencies  to  exclude,  we  first  identified  demonstration  participants  from  the  same 
chain  of  agencies  and  retained  one  (or,  at  most  two)  agencies  from  each  chain.  In  general,  we  retained  a 
treatment  agency  rather  than  a  control  agency  from  a  given  chain  so  that  we  could  better  study  responses 
to  demonstration  incentives  We  did,  however,  retain  a  few  control  agencies  within  chains  because  chain 
membership  reduces  some  of  the  variation  in  an  agency's  environment,  which  could  make  it  easier  to 
identify  the  factors  that  underly  agency  decisions.  In  all,  we  excluded  1 9  agencies  that  belonged  to  chains. 
(The  agency  added  to  the  case  study  sample  later  had  initially  been  excluded  on  this  basis.) 

Second,  since  excluding  agencies  from  multiple-agency  chains  did  not  reduce  the  case  study  sample 
to  the  desired  66  agencies,  we  also  excluded  six  freestanding  agencies  from  Texas  and  California  that 
shared  key  characteristics  with  other  agencies  from  those  states.  Texas  (with  over  a  third)  and  California 
(with  a  quarter)  contain  disproportionately  large  shares  of  demonstration  agencies,  relative  to  their  shares 
if  the  67  agencies  were  equally  distributed  across  the  five  demonstration  states.  We  stratified  Texas  and 
California  agencies  by  treatment  status,  urban/rural  status,  and  type  (auspice/ownership).  In  Texas,  urban, 
for-profit,  treatment  agencies  were  overrepresented,  so  we  excluded  three  such  agencies.  In  California, 
urban,  nonprofit,  treatment  agencies  were  overrepresented,  so  we  excluded  three  of  them.  We  did  not 
consider  Texas  and  California  hospital-based  agencies  for  exclusion  because  hospital-based  agencies  were 
generally  underrepresented,  relative  to  the  total  population  of  home  health  agencies,  in  the  group  or 
demonstration  agencies. 

Table  1.2  shows  the  results  of  the  exclusionary  process.  Our  case  study  sample  underrep resents 
agencies  in  chains,  freestanding  for-profit  agencies,  and  agencies  in  Texas  (relative  to  all  91  demonstration 
agencies).  Illinois  agencies  are  somewhat  overrepresented  in  the  case  study  sample.  Figure  1. 1  indicates 
the  locations  of  the  67  case  study  agencies. 
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TABLE  1.2 


CASE  STUDY  AND  ALL  DEMONSTRATION  HOME  HEALTH  AGENCIES, 
BY  CHARACTERISTICS  CONSIDERED  IN  SELECTING  CASE  STUDY  SAMPLE 


67  Case  Study 
Agencies3 


91  Demonstration 
Agencies 


Characteristic 


Number 


Percent 


Number 


Percent 


Member 

Not  a  Member 

California 

Florida 

Illinois 

Massachusetts 
Texas 

Treatment 
Control 

Urban 
Rural 


Chain  Membership 

12 


State 


55 

14 
8 
16 
11 
18 

Treatment  Status 

36 
31 

Urban-Rural  Status 

58 


Type 


Freestanding  Proprietary 

Freestanding  Voluntary  and  Private,  Nonprofit 

Visiting  Nurse  Associations6 

Other 
Hospital-Based 


27 

23 
6 
11 


18 

82 

21 
12 
24 
16 
27 

54 
46 

87 
13 

40 

34 
10 
16 


30 
61 

21 
10 
16 
11 

33 

47 
44 

78 
13 

43 

28 
9 
11 


33 
67 

23 
11 
18 
12 

36 

52 
48 

86 
14 

47 

31 
10 
12 


Total 


67 


100 


91 


100 


aThe  agency  added  after  the  case  study  sample  was  selected  is  a  freestanding,  visiting  nurse  association  m  Massachusetts 
in  the  treatment  group.  The  agency  is  urban.  (Agencies  in  rural  areas  were  eligible  only  in  Texas  and  Illinois.) 

b  Identification  of  visiting  nurse  associations  is  based  on  review  of  the  agency  name  and  the  description  of  affiliation  provided 
during  the  site  visit. 
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Statistical  Power  for  Case  Study  Sample.  In  investigating  early  response  to  the  demonstration 
incentives,  we  will  want  to  compare  the  reports  of  treatment  and  control  agencies  in  the  case  study  sample. 
We  will  also  want  to  investigate  the  extent  of  baseline  differences  (if  any)  among  the  agencies  in  the 
treatment  and  control  groups. 

From  the  perspective  that  the  case  study  sample  agencies  represent  all  the  home  health  agencies  that 
are  eligible  to  participate  in  the  demonstration,  we  have  a  sample  of  67  agencies  (36  in  the  treatment  group 
and  3  1  in  the  control  group)  for  treatment-control  comparisons.  Although  securing  the  demonstration 
participation  of  67  agencies  is  a  major  undertaking,  from  a  statistical  standpoint  a  sample  of  67  agencies 
is  not  a  large  sample.  For  example,  in  a  sample  with  33  agencies  in  each  group,  the  minimum  detectable 
difference  for  hypothesis  tests  of  treatment-control  differences  is  6.61  of  a  standard  deviation  in  the 
variable  of  interest.13  With  this  sample,  the  minimum  detectable  difference  for  a  binary  variable  with  a 
mean  of  .5  is  about  3 1  percentage  points;  that  difference  for  a  binary  variable  with  a  mean  of  .2  (or  .8)  is 
about  2.4  percentage  points.  Thus,  with  the  case  study  sample  we  will  only  be  able  to  detect  very 
substantial  differences  between  the  agencies  in  the  treatment  and  control  groups  with  the  case  study 
sample. 

Sample  of  Nonparticipating  Agencies.  We  also  selected  a  sample  of  nonparticipating  agencies  for 
brief  telephone  interviews  about  their  decision  not  to  enroll  and  about  the  perceived  advantages  and 
disadvantages  of  demonstration  participation.  We  limited  the  contact  to  agencies  that  had  seriously 
considered  participation.  "Senous  consideration"  was  signified  by  a  request  for  the  calculation  of  per- 
episode  prospective  payment  rates  under  the  demonstration.  There  were  1 00  senous  nonpanicipants,  and 
we  had  information  on  agency  characteristics  for  84  of  those  agencies. 

13The  minimum  detectable  difference  (MDD)  is  calculated  for  a  one-tailed  test  at  the  5  percent 
significance  level,  for  a  power  of  80  percent:  MDD  =  2.487  x  (sqrt  VAR) .  The  MDD  for  a  two-tailed  test 
with  power  of  70  percent  is  comparable.  In  this  case.  VAR  =  [2  m}os2,  where  m  =  33,  and  cr represents 
the  standard  deviation.  When  the  groups  are  of  unequal  size  (as  here),  the  power  depends  on  the  geometric 
mean  of  the  sizes  of  the  groups  to  be  compared.  In  this  case,  the  geometric  mean  of  36  and  31  is  33. 
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Since  we  wanted  to  stratify  the  sample  of  nonparticipating  agencies  by  key  characterises,  we 
considered  only  the  84  nonparticipating  agencies  with  characteristic  data.  These  84  agencies  were  not 
spread  evenly  across  states.  Agencies  in  Texas  and  California  were  overrepresented,  while  those  in  Florida 
and  Massachusetts  were  underrepresented  (relative  to  an  equal  distribution  across  states).  In  some  states, 
some  auspice/ownership  categories  were  not  represented  at  all  or  represented  by  only  one  nonparticipating 
agency.  We  selected  30  nonparticipating  agencies,  with  the  number  of  agencies  in  each  state  proportional 
to  the  representation  of  that  state  among  the  agencies  that  seriously  considered  participation—four  agencies 
from  Florida,  five  from  Massachusetts,  six  from  Illinois,  seven  from  California,  and  eight  from  Texas.  To 
the  extent  feasible,  we  selected  agencies  in  each  state  from  across  the  three  auspice/ownership  categones. 
We  also  included  some  rural  agencies,  agencies  of  various  sizes,  and  agencies  that  did  and  did  not  belong 
to  chains. 

We  attempted  to  contact  each  of  the  30  selected  nonparticipating  agencies.  Even  after  several 
attempts,  however,  we  were  able  to  complete  telephone  interviews  with  only  20  of  them.  Part  of  the 
difficulty  in  getting  responses  from  agencies  stemmed  from  high  staff  turnover  rates.  Many  agencies  we 
contacted  stated  that  the  senior  staff  members  who  had  made  the  nonparticipation  decision  were  no  longer 
employed  by  the  agency  and  that  current  staff  members  could  not  provide  the  information  we  sought. 

Analytic  Approach.  Site  visits,  telephone  interviews,  and  document  review  all  yielded  a  tremendous 
amount  of  qualitative  data  for  analysis.  Approaches  to  the  analysis  of  qualitative  data,  however,  are  not 
as  well  defined  as  their  quantitative  counterparts.  This  lack  of  definition,  combined  with  the  sheer  volume 
of  qualitative  data  available  for  this  study,  poses  hazards  for  using  and  drawing  conclusions  from  the  data. 
At  the  same  time,  qualitative  data  are  particularly  well  suited  to  explaining  complex  events,  processes,  and 
structures  because  they  investigate  individuals'  perceptions,  assumptions,  prejudgements,  and 
presuppositions  (van  Manen  1977). 


25 


( 


( 


( 


To  overcome  the  potential  hazards  inherent  in  qualitative  analysis,  our  analysis  consists  of  three 
careful  processes:  (1 )  organizing  data,  (2)  summarizing  data,  and  (3)  drawing  conclusions  from  that  data. 
Carefully  developed,  semistructured  interview  guides  were  used  to  clarify  analytic  objectives  and  impose 
structure  and  organization  on  the  data  collection  process.  At  the  same  time,  site  visitors  elicited  open- 
ended  responses  and,  to  some  extent,  pursue  unanticipated  discussion  topics.  To  summarize  the  data,  we 
primarily  used  a  technique  known  as  pattern  clarification,  in  which  the  analyst  constructs  a  matrix  of 
dimensions  relevant  to  a  particular  research  question,  which  is  then  filled  in  for  each  case  (Eisenhardt 
1989).  Finally,  we  employ  a  systematic,  iterative  approach  to  teasing  the  conclusions  from  qualitative 
data.  Iteration  is  essential  because  we  will  develop  and  review  many  data  summaries  before  identifying 
those  that  can  both  reveal  policy-relevant  patterns  of  behavior  and  communicate  the  essential  richness  of 
the  qualitative  data  on  which  they  are  based. 


26 


( 


II.  WHO  ARE  THE  CASE  STUDY  AGENCIES? 
STRUCTURAL,  SERVICE,  AND  FINANCIAL 
CHARACTERISTICS 


In  this  chapter,  we  describe  the  67  demonstration  agencies  that  we  visited  in  the  case  study,  with 
respect  to  their  structural  and  financial  characteristics  and  the  array  of  services  they  provide.  The  major 
purpose  is  to  provide  background  information  for  the  discussion  in  ensuing  chapters,  so  that  readers  can 
place  the  analysis  of  agency  decisions  and  operations  in  the  context  of  basic  agency  characteristics.1 

This  chapter  also  investigates  preexisting  differences  in  structural  and  financial  characteristics  between 
the  case  study  treatment  and  control  agencies.  Knowledge  of  any  preexisting  differences  is  needed  to 
correctly  interpret  treatment-control  differences  observed  during  the  demonstration  because  the  latter  could 
be  caused  by  such  differences  rather  than  by  prospective  payment.  We  limit  this  analysis  of  preexisting 
differences  to  structural  and  financial  characteristics  because  prospective  payment  is  very  unlikely  to  have 
affected  these  charactenstics  during  the  first  few  months  of  the  demonstration.  (This  may  not  be  case  for 
other  agency  charactenstics,  including  services  offered.  We  consider  treatment-control  differences  in 
services  offered  in  Chapter  IX.) 

This  chapter  begins  with  a  discussion  of  structural  charactenstics,  including  agency  type,  affiliation, 
and  size.  We  then  consider  the  Medicare  and  non-Medicare  services  that  case  study  agencies  and  their 
affiliates  provide.  Finally,  we  consider  the  financial  charactenstics  of  the  case  study  agencies,  including 
payers,  capital,  base  year  per-visit  costs,  the  relationship  of  these  costs  to  the  limits,  and  base  year  per- 
episode  costs. 


'It  is  not  our  goal  to  assess  the  representativeness  of  the  case-study  agencies  relative  to  Medicare- 
certified  home  health  agencies  generally.  A  separate  report  will  assess  the  representativeness  of  the  9 1 
demonstration  agencies. 
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A.    STRUCTURAL  CHARACTERISTICS 

In  this  section,  we  consider  agency  type,  affiliation,  and  size. 

1.  Agency  Type 

As  noted  in  Chapter  I,  agency  response  to  the  demonstration's  incentives  may  vary  by  agency  type. 
For-profit  agencies  may  be  more  responsive  to  the  profit  motive  than  nonprofit  agencies.  Hospital-based 
agencies  may  be  less  responsive  because  they  must  also  take  the  hospital's  needs  into  account. 

Almost  85  percent  (56)  of  the  67  agencies  visited  for  the  case  study  are  freestanding  agencies.  The 
remaining  1 1  case  study  agencies  are  based  in  a  hospital.  About  half  (27)  of  the  freestanding  agencies  are 
proprietary,  and  half  (29)  are  voluntary  or  pnvate  nonprofit  agencies.  Most  (23)  of  the  voluntary  or  private 
nonprofit  agencies  are  visiting  nurse  associations,  as  indicated  by  the  agency's  name  or  a  site  visit  report 
that  the  agency  belonged  to  a  state  or  national  association  for  visiting  nurse  associations. 

The  dominant  agency  type  vanes  across  the  five  demonstration  states.  Visiting  nurse  associations 
overwhelmingly  dominate  the  freestanding  case  study  agencies  in  Florida  and  Massachusetts.  Proprietary 
agencies  dominate  the  case  study  sample  in  the  other  three  states,  although  voluntary  nonprofit  agencies 
(including  visiting  nurse  associations)  are  important  in  each  of  them. 

2.  Affiliated  Organizations  and  Agency  Autonomy 
a.    Affiliated  Organizations 

Having  an  affiliated  organization  is  likely  to  affect  an  agency's  strategic  planning.  In  addition, 
depending  on  the  degree  of  autonomy  the  agency  has,  having  an  affiliated  organization  may  affect  an 
agency's  routine  operations. 

More  than  70  percent  (48)  of  the  case  study  agencies  reported  having  at  least  one  affiliated 
organization.  Between  1 0  and  1 5  percent  mentioned  that  their  agency  had  been  established  by  an  affiliated 
organization,  such  as  a  hospital.  About  a  quarter  of  the  case  study  agencies  reported  that  they  had  been 
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purchased  by,  or  merged  with,  another  agency  at  some  time  during  the  agency's  history.  One-third  (16) 
of  the  48  case  study  agencies  that  currently  have  affiliates  are  affiliated  with  an  organization  providing 
inpatient  hospital  services.  (Eleven  of  these  1 6  agencies  are  hospital-based. )  Just  over  half  (27)  of  the  48 
case  study  agencies  with  an  affiliate  are  affiliated  with  another  home  health  agency  offering  private-duty 
or  Medicare-certified  skilled  nursing  or  therapy.  About  two-thirds  (33  agencies)  of  the  agencies  with 
affiliates  report  that  an  affiliate  is  their  parent  organization. 

Sixty  percent  of  the  case  study  agencies  with  affiliates  reported  that  an  affiliate  performs 
administrative  activities  (such  as  payroll,  billing,  information  systems,  and  personnel  administration)  on 
behalf  of  the  demonstration  agency.  If  an  agency  has  a  parent  organization,  that  parent  usually  performs 
at  least  some  of  these  administrative  functions. 

We  find  little  difference  between  the  treatment  and  control  case  study  agencies  with  respect  to  the 
presence  of  affiliated  organizations,  except  for  chain  membership.  Seventy-five  percent  of  case  study 
agencies  in  the  treatment  group  reported  having  one  or  more  affiliate,  compared  with  68  percent  of  control 
agencies.  Of  the  1 1  hospital-based  agencies,  5  are  in  the  treatment  group  and  6  are  in  the  control  group. 
Of  the  12  case  study  agencies  that  belong  to  chains,  1 0  are  in  the  treatment  group  and  2  are  in  the  control 
group.  As  described  in  Chapter  I,  we  deliberately  selected  treatment  agencies  to  represent  chains  in  the 
case  study  sample.2 

b.    Autonomy  from  Parent  Organization 

The  amount  of  autonomy  from  the  parent  that  the  agency  has  appears  to  vary  considerably.  In  a  few 
cases,  the  parent  organization's  control  is  only  nominal.  The  parent  provides  a  corporate  umbrella,  but  the 
agency  operates  with  full  autonomy.  When  the  role  of  the  parent  organization  is  more  substantial,  the 


^In  contrast,  among  the  91  demonstration  agencies,  the  number  of  chain-based  agencies  assigned  to 
the  treatment  group  almost  equals  the  number  assigned  to  the  control  group.  Of  the  30  demonstration 
agencies  that  belong  to  chains,  16  are  in  the  treatment  group  and  14  are  in  the  control  group. 
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parent  is  generally  closely  involved  in  key  business  and  strategic  decisions.  In  some  case  study  agencies, 
the  parent  organization  dictates  policy  to  the  agency.  In  others,  staff  of  the  parent  organization  work  as  a 
team  with  senior  agency  staff  to  make  major  decisions.  (This  is  exemplified  by  the  decision  to  join  the 
demonstration,  discussed  in  Chapter  IV.) 

With  respect  to  day-to-day  operations  (such  as  individual  hiring  decisions),  the  closeness  of 
supervision  appears  to  vary  considerably  among  both  hospital-based  agencies  and  chain  members.  Case 
Note  II.  1  illustrates  these  differences. 

Close  supervision,  when  it  occurs,  seems  to  focus  primarily  on  financial  performance  and,  to  a  lesser 
extent,  on  quality  assurance.  In  addition,  the  closeness  of  the  supervision  may  depend  on  the  longevity  of 
the  parent-agency  relationship  and  on  whether  the  agency's  financial  performance  is  acceptable  or  not.  For 
example,  one  agency  reported  being  very  closely  supervised  for  the  first  few  weeks  after  its  purchase  by 
a  chain  two  years  before.  An  agency  executive  recalled,  "They  looked  at  every  piece  of  paper."  However, 
the  closeness  of  supervision  gradually  tapered  off  as  the  parent  organization  became  satisfied  with  the 
agency's  performance.  One  hospital-based  agency  (which  was  losing  a  substantial  amount  of  money  every 
month)  reported  very  close  supervision,  while  another  hospital-based  agency  (which  had  experienced  very 
substantial  growth)  reported  that  hospital  administrators  deferred  to  the  agency  director,  treating  him  as 
a  "god  of  home  health." 

In  both  hospital-based  agencies  and  those  that  are  chain  members,  the  agency  is  expected  to  follow 
the  procedures  and  policies  of  the  parent  organization.  A  few  hospital-based  agencies  reported  that  having 
to  follow  hospital  procedures  was  a  limitation;  one  agency  executive  noted  that  "a  lot  [of  hospital 
procedure]  doesn't  fit  us;  it  fits  the  hospital,  but  we  have  to  follow  it  anyway."  The  agencies  reporting  such 
limitations,  however,  also  reported  other  benefits  from  being  based  in  a  hospital.  For  example,  they  noted 
that  the  hospital  is  a  source  of  capital,  financial  expertise,  and  specialized  clinical  skills. 
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CASE  NOTE  HI 
AGENCY  AUTONOMY 


Agency  Autonomy  for  Hospital-Based  Agencies 

Agency  A:  The  home  health  agency  is  a  department  of  a  district  hospital,  supported  by  some  tax  dollars. 
The  home  health  agency  administrator  reports  to  the  hospital's  acting  chief  executive  officer  (CEO), 
who  provides  oversight  for  "large  issues."  The  CEO  has  limited  time  for  the  task,  but  this  oversight 
function  enhances  the  agency's  operation.  The  hospital  CEO  has  a  business  background,  is  a  good 
source  of  information,  and  provides  support  with  the  hospital  administration  and  the  board.  The  wage 
and  benefit  policies  are  those  of  the  hospital  and  the  hospital's  personnel  department  helps  the  agency 
with  hiring,  but  the  agency  makes  its  own  hiring  decisions 

Agency  B:  The  agency  is  a  department  of  a  hospital  that  is  a  member  of  a  regional  health  system.  The 
hospital  oversees  the  home  health  department  very  closely.  It  reviews  the  budget  and  management 
decisions  for  the  agency  and  makes  hiring  decisions,  after  the  home  health  agency  screens  applicants 
by  following  the  hospital's  personnel  policies. 


Agency  Autonomy  Within  Chains 

Agency  A:  This  agency  is  one  of  41  home  health  agencies  operated  by  the  parent.  Home  health  is  the 
parent  organization's  only  business.  The  general  manager  at  the  agency  reports  to  an  area  vice  president 
for  administration  and  the  CEO  of  the  parent  agency,  which  is  headquartered  in  another  part  of  the 
country.  The  parent  provides  resources  in  the  form  of  consultation  and  information  processing  and  sets 
general  operating  standards  and  procedures.  Together,  the  branch  manager,  area  vice  president,  and 
CEO  make  the  key  strategic  decisions  for  the  agency,  but  the  agency  operates  fairly  independently  from 
day  to  day  and  is  relatively  free  to  pursue  the  approaches  it  feels  are  best  suited  to  that  agency  and  the 
community  it  serves. 

Agency  B:  The  agency  is  one  of  eight  home  health  agencies  operated  by  the  parent.  The  offices  receive 
"considerable"  corporate  oversight.  Regional  business  managers  travel  every  other  week  to  the  offices 
in  their  regions.  The  regional  business  managers  discuss  topics  such  as  salaries,  equipment,  and 
purchasing  with  the  agency  administrators.  The  issues  raised  during  these  visits  are  discussed  with  the 
corporate  CEO  in  biweekly  meetings  of  the  executive  committee  (composed  of  senior  corporate  staff). 
A  weekly  report  is  prepared  on  the  performance  of  each  agency.  The  agency  administrator  has 
considerable  autonomy  with  respect  to  hiring  and  firing,  but  must  follow  corporate  procedures  and 
policies  and  stay  with  the  agency  budget  negotiated  with  the  corporate  office. 
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3.    Agency  Size 

Decision-making  processes  are  likely  to  differ  in  different  size  agencies.  Response  to  the 
demonstration  may  also  differ  because  agencies  of  different  sizes  are  likely  to  have  different  levels  of 
resources  and  managerial  sophistication. 

The  mean  number  of  home  health  visits  provided  by  the  case  study  agencies  in  fiscal  year  1995  (the 
base  year)  was  1 10,238,  or  slightly  more  than  300  visits  per  day.3  The  variation  in  size  was  considerable, 
however,  with  the  smallest  agency  completing  just  over  4,000  and  the  largest,  more  than  1.2  million  visits 
in  fiscal  year  1995.  One-third  of  the  case  study  agencies  provided  fewer  than  50,000  visits  in  the  base 
year.  Only  seven  agencies  provided  more  than  200,000  visits;  six  of  these  were  visiting  nurse  associations. 
The  case  study  agency  that  provided  more  than  1  million  visits  in  fiscal  year  1995  reports  that  it  is  the 
second  largest  home  health  agency  in  the  country. 

Most  visits  rendered  by  case  study  agencies  are  Medicare  visits.  Analysis  of  base-year  cost  reports 
indicates  that,  on  average,  90  percent  of  the  visits  the  agencies  rendered  that  year  were  Medicare  visits. 

Among  the  case  study  agencies,  there  is  little  difference  in  agency  size  between  the  treatment  and 
control  groups.  Total  annual  visits  in  the  base  year  averaged  1 12,249  and  107,408  for  case  study  agencies 
in  the  treatment  and  control  groups,  respectively.  While  the  largest  case  study  agency  in  the  treatment 
group  provided  about  three  times  as  many  visits  as  the  largest  control  agency  (1.2  versus  .4  million  visits 
in  fiscal  year  1995),  the  seven  largest  case  study  agencies  (with  more  than  200,000  visits)  are  equally 
distributed:  four  are  in  the  treatment  group,  and  three  are  in  the  control  group.  On  average,  Medicare  visits 
accounted  for  about  91  percent  of  total  visits  for  case  study  treatment  agencies  in  1995,  compared  with  88 
percent  for  case  study  control  agencies. 


3This  analysis  is  based  on  the  58  case  study  agencies  that  have  submitted  base-year  cost  reports  to 

date. 


32 


( 


B.    SERVICES  PROVIDED 

In  this  section,  we  consider  the  provision  of  Medicare-covered  and  other  services  by  demonstration 
agencies  and  the  services  provided  by  agencies  affiliated  with  the  demonstration  agencies. 

1.  Agency  Services  Covered  by  Medicare 

The  array  of  services  that  an  agency  provides  may  shape  its  response  to  the  demonstration.  For 
example,  agencies  that  do  not  provide  all  six  of  the  services  covered  by  Medicare  might  add  services  that 
can  be  substituted  for  another  Medicare  service.  In  this  case,  the  agency's  per-episode  payment  would  not 
be  reduced,  while  its  costs  to  provide  the  new  service  would  be  reimbursed  at  cost. 

At  the  time  of  the  site  visits,  most  (65)  of  the  67  case  study  agencies  were  "full-service"  agencies. 
That  is,  these  65  agencies  offered  all  six  of  the  services  covered  by  Medicare  home  health  care—skilled 
nursing,  home  health  aide  care,  physical  therapy,  occupational  therapy,  speech  therapy,  and  medical  social 
work.  Of  the  two  remaining  agencies  (both  in  the  treatment  group),  one  did  not  offer  occupational  therapy 
or  speech  therapy  at  the  time  of  our  site  visit;  the  other  did  not  offer  medical  social  services. 

Only  a  relatively  small  proportion  of  demonstration  agencies  reported  material  changes  in  the  array 
of  Medicare  services  offered  during  the  year  preceding  the  site  visit.  No  agency  dropped  a  Medicare 
service  during  that  time,  and  the  addition  of  a  not-previously-offered  service  was  relatively  rare.  During 
the  site  visits,  only  4  of  the  67  case  study  agencies  reporting  adding  a  Medicare-covered  service. 

Only  a  minority  of  case  study  agencies  reported  either  a  substantial  expansion  or  reduction  in  the 
volume  of  Medicare  services;  seven  reported  expansions,  and  four  reported  reductions.  Both  expansions 
and  reductions  were  reported  for  each  of  the  six  Medicare-covered  services. 

2.  Agency  Non-Medicare  Services  and  Specialized  Clinical  Programs 

Under  per-episode  payment,  agencies  have  an  incentive  to  offer  services  not  covered  by  Medicare  if 
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they  believe  they  can  thereby  reduce  the  cost  of  a  Medicare  home  health  care  episode.  For  example,  an 
agency  might  offer  the  services  of  a  dietitian  to  speed  healing. 

Many  case  study  agencies  offer  services  other  than  the  six  types  covered  by  Medicare  home  health. 
Table  H 1  indicates  the  number  and  percentage  of  these  agencies  reporting  offering  various  services  not 
covered  by  Medicare.4  (Services  offered  by  less  than  10  percent  of  the  case  study  agencies  are  not  listed. 
Services  offered  by  affiliates  are  considered  in  the  next  section.) 

The  variety  of  less  common  services  and  programs  not  covered  by  Medicare  is  striking.  These 
include  sitter  services  (for  children  and  for  adults),  case  management,  pediatric  home  care,  pediatric  clinic, 
pediatric  hospice,  sick  child  care,  school  health  programs,  companion  and  respite  services,  durable  medical 
equipment,  health  boutique  (supplying  clothing  for  those  who  have  had  a  mastectomy),  chaplaincy, 
chore/housekeeping/weathenzation,  telephone  followup,  and  congregate  and  home-delivered  meals. 

TABLE  II.  1 

NON-MEDICARE  SERVICES  COMMONLY  OFFERED  BY  CASE  STUDY  AGENCIES 


Case  Study  Agencies  (  N  =  67) 

Service 

Number 

Percent 

Personal  Care  /Homemaker  Services 

25 

37 

Hospice 

20 

30 

Nutrition/  Dietitian  Services 

18 

27 

Pharmacy 

11 

16 

Maternal/Child  Health  Services 

10 

15 

While  the  cost  of  a  visit  to  provide  these  services  cannot  be  directly  charged  as  a  Medicare  home 
health  visit,  the  cost  of  some  of  them  (for  example,  nutritionist/dietitian)  can  be  included  in  agency 
administrative  costs  and  allocated  across  all  visits,  including  Medicare  visits.  Hospice  benefits  are  offered 
under  a  separate  Medicare  program. 
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A  number  of  case  study  agencies  offered  specialized  clinical  programs  serving  both  Medicare  and 
non-Medicare  patients.  The  most  common  of  these  programs  are  psychiatric  nursing/mental  health  (each 
reported  by  22  percent  of  the  case  study  agencies)  and  infusion  therapy  (reported  by  19  percent).  Seven 
percent  of  the  case  study  agencies  reported  specialized  programs  in  enterostomal  therapy/ wound  care. 
Less  commonly  reported  were  specialized  programs  in  respiratory  therapy,  diabetic  education, 
rehabilitation  nursing,  and  cardiovascular  nursing. 

3.    Patient  Services  Provided  by  Affiliates 

The  services  provided  by  an  affiliate  may  also  shape  an  agency's  response  to  the  demonstration.  For 
example,  an  agency  with  an  affiliate  providing  hospice  care  may  increase  referrals  of  terminally  ill  patients 
to  the  hospice,  thereby  reducing  the  average  visits  the  agency  renders  per  episode. 

As  indicated  earlier,  more  than  70  percent  (48)  of  the  case  study  agencies  reported  having  at  least  one 
affiliated  organization.  Table  H2  indicates  the  number  and  percentage  of  case  study  agencies  with  affiliates 
that  render  various  common  services  (mentioned  by  10  percent  or  more  of  case  study  agencies). 

Most  of  the  agencies  affiliated  with  organizations  that  provide  clinical  laboratory  and  outpatient  clinic 
services  are  also  affiliated  with  a  provider  of  inpatient  hospital  services.  In  these  cases,  the  hospital  may 
provide  the  laboratory  and  clinic  services,  or  the  agency  may  be  affiliated  with  a  network  of  providers 
rendering  various  types  of  services.  Agencies  affiliated  with  an  organization  that  provides  pharmacy 
services  are  also  generally  affiliated  with  organizations  that  provide  infusion  or  inpatient  hospital  services. 

More  than  a  third  of  the  agencies  with  affiliates  ( 1 8  agencies)  reported  that  an  affiliate  provided  direct 
care  for  patients  while  they  were  also  under  the  demonstration  agency's  care.  The  direct  patient  care 
provided  concurrently  by  affiliates  vanes  considerably.  For  example,  several  agencies  reported  that 
affiliated  organizations  provided  durable  medical  equipment,  laboratory,  or  pharmacy  services.  Other 
affiliates  provided  clinical  specialists  in  special  situations.  One  agency  reported  that  an  affiliated  hospital 
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TABLE  II  2 

SERVICES  COMMONLY  OFFERED  BY  AFFILIATES  OF  CASE  STUDY  AGENCIES 


Case  Study  Agencies  (n  =  67) 


Service  Number  Percent 


Medicare-covered  Services 

Skilled  nursing  15  22 

Home  health  aide  1 5  22 

Physical  therapy  18  27 

Occupational  therapy  1 6  24 

Speech  therapy  1 6  24 

Medical  social  services  1 5  22 

Other  Services 

Personal,  care  or  homemaker  21  31 

Private-duty  nursing  or  therapy  22  33 

Hospice  16  24 

Hospital  1 5  22 

Outpatient  clinic  12  18 

Infusion  therapy  11  16 

Pharmacy  11  16 

Durable  medical  equipment  10  15 

Clinical  laboratory  9  13_ 
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would  occasionally  make  a  nutritionist  available.  A  small  rural  agency  reported  that  an  enterostomal 
therapist  on  the  staff  of  a  second  agency,  which  is  located  in  a  nearby  city  and  belongs  to  the  same  chain, 
would  visit  one  of  its  patients  in  an  especially  difficult  case. 

The  most  common  situation  in  which  direct  patient  care  is  concurrently  provided  by  the  Medicare- 
certified  agencies  in  the  demonstration  and  their  affiliates  involves  companion,  homemaker,  or  attendant 
care.  This  situation  was  reported  by  9  of  the  18  agencies  with  affiliates  that  provide  concurrent  direct 
patient  care.  Such  care  sometimes  occurs  because  the  patient  requests  more  care  than  the  agency  believes 
would  be  covered  by  Medicare  home  health  and  is  willing  to  pay  for  that  care  from  an  affiliated  pnvate- 
duty  agency.  It  also  occurs  if  the  home  health  patient  is  enrolled  m  a  state  program  under  which  the 
affiliate  provides  long-term  homemaker  or  personal  attendant  services. 

Some  agencies  appear  to  want  to  avoid  concurrent  care  from  a  private-duty  and  Medicare-certified 
agency.  One  described  the  situation  in  which  the  same  patient  receives  both  Medicare  and  private-duty 
services  as  "an  accounting  nightmare."  Another  reported  trying  to  keep  these  services  as  "separate  as 
possible."  One  agency,  however,  saw  the  state  personal  care  programs  of  its  private-duty  affiliate  as  a 
good  source  of  referrals  for  Medicare  home  health  care. 

C.    FINANCIAL  CHARACTERISTICS 

In  this  section,  we  consider  payers;  capital;  base-year,  per-visit  costs;  costs  relative  to  the  Section  223 
limits;  and  per-episode  costs. 

1.    Payer  Sources 

Agencies  for  which  Medicare  is  the  dominant  payer  are  more  likely  to  respond  to  prospective  payment 
(other  things  being  equal)  than  those  for  which  other  payers  predominate. 
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a.    Relative  Importance  of  Payer  Sources 

Table  0.3  presents  information  on  agency  revenue  by  payer  source,  based  on  estimates  by  agency  staff 
reported  during  the  site  visit  interviews.  Columns  A  and  B  present,  respectively,  the  number  and 
percentage  of  case  study  agencies  receiving  revenue  from  each  source.  Column  C  presents  the  average 
percentage  of  revenue  from  a  source  for  agencies  receiving  revenue  from  that  source.  Finally,  Column 
D  presents  the  average  percentage  of  revenue  from  a  source  for  all  agencies,  including  those  with  no 
revenue  from  a  source. 

As  Table  II.  3  clearly  indicates,  Medicare  is  the  dominate  payer  source  for  the  case  study  agencies 
It  is  their  "bread  and  butter"  business.  Agency  staff  estimated  that  83  percent  of  revenues  come  from 
Medicare,  on  average.5  Medicare  cost  reports  for  the  base  year  bear  out  their  estimates.  Only  four 
agencies  reported  generating  less  than  half  of  their  revenue  from  Medicare.  The  case  study  treatment  and 
control  agencies  are  similar  with  respect  to  the  importance  of  Medicare  revenue.  Treatment  agencies 
receive  approximately  82  percent  of  their  revenues  from  Medicare,  on  average,  and  control  agencies 
receive  approximately  84  percent. 

Even  though  most  case  study  agencies  received  some  revenues  from  Medicaid,  private  insurance,  and 
managed  care,  each  of  these  sources  contributes  less  than  five  percent  of  agency  revenues,  on  average 
The  relatively  small  role  these  payers  play  in  agency  funding  is  illustrated  by  the  fact  that  only  three 
agencies  receive  more  than  a  quarter  of  their  revenues  from  Medicaid,  only  one  agency  receives  more  than 
a  quarter  of  its  revenues  through  managed  care  contracts,  and  not  one  agency  receives  even  a  quarter  of 
its  revenues  from  privately  insured  patients.  Very  few  agencies  share  financial  risks  under  their  managed 
care  contracts.  Only  one  agency  is  paid  per  episode  for  managed  care  patients,  and  only  five  are  paid  on 
a  capitated  basis. 


5Medicare  revenues  for  services  other  than  home  health  care  (such  as  hospice  care)  are  included. 
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Even  though  a  third  to  a  half  of  case  study  agencies  receive  some  revenue  from  chanty  and  private-pay 
patients,  each  of  these  sources  contributes  two  percent  or  less  of  agency  revenues,  on  average.  Each  of 
these  revenue  sources  are  relatively  important  in  a  few  agencies,  however,  representing  up  to  1 5  percent 
of  revenues  in  some  cases. 

Other  sources  of  revenue  (see  Table  II.  3)  typically  included  grant  funding  and  state  and  county 
programs.  On  average,  these  other  sources  accounted  for  1 1  percent  of  revenues  for  the  1 3  agencies  that 
had  them.  Seven  of  these  1 3  agencies  received  state  or  county  funding,  and  one  agency  received  more  than 
half  of  its  revenue  from  state-funded  programs.  Two  agencies  received  grant  funding.  Less  common 
revenue  sources  included  rent  of  agency-owned  space  and  consulting  with  other  agencies. 

b.    Desirability  of  Payer  Sources 

The  perceived  desirability  of  various  payer  sources  may  influence  which  lines  of  business  agencies 
will  attempt  to  expand  in  response  to  the  demonstration's  incentives  to  "make  up"  for  reductions  in  visits 
during  the  risk  period.  During  our  site  visits,  we  asked  agency  executives  to  characterize  each  of  the 
agency's  payer  sources  as  desirable,  undesirable,  or  a  "mixed  bag." 

Not  only  is  Medicare  the  dominate  source  of  agency  revenue,  but  agency  executives  also  consider  it 
one  of  the  most  desirable  payer  sources.  Cost-based  reimbursement  was  most  often  named  as  Medicare's 
largest  advantage,  but  the  fact  that  Medicare  offers  a  predictable  payment  level  and  that  agencies  can 
consistently  count  on  a  large  volume  of  Medicare  patients  was  also  important.  The  few  executives  who 
mentioned  disadvantages  to  Medicare  cite  features  that  would  be  modified  under  per-episode  prospective 
payment—the  fact  that  there  is  no  incentive  for  efficiency  and  no  way  to  earn  profits  under  the  current 
system. 

Private  insurance  was  also  considered  a  highly  desirable  source  of  revenues.  Most  agencies  were  able 
to  at  least  cover  their  costs  for  privately  insured  patients  and,  sometimes,  even  generate  a  surplus  on  these 
patients. 
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Managed  care  contracts  were  much  less  desirable.  Agencies  reported  low  reimbursement  rates 
(sometimes  below  cost),  variable  rules  for  authorization  and  reimbursement,  and  cumbersome  paperwork. 
Agency  executives  also  reported  that  many  private  insurers  were  becoming  increasingly  difficult  to  work 
with  as  they  adopted  some  of  the  features  of  managed  care  organizations  (for  example,  requiring  prior 
authorization  and  reducing  payment  levels).  Although  managed  care  contracts  were  criticized,  many 
agencies  were  simultaneously  seeking  to  obtain  them  (see  Chapter  VI)  or  were  eager  to  get  experience 
operating  in  a  managed  care  environment  to  prepare  for  the  future  (see  Chapter  IV). 

Many  agencies  severely  criticized  Medicaid  for  "slow  and  low"  payments.  Most  agencies  were 
reimbursed  at  a  rate  significantly  lower  than  the  cost  they  incurred  to  serve  a  Medicaid  patient,  and  many 
described  lengthy  waits  for  reimbursement.  One  agency  reported  that  it  was  never  paid  for  some  Medicaid 
patients  because,  each  year,  the  state  simply  stopped  making  payments  when  it  ran  out  of  Medicaid  funds. 

Although  chanty  care  is  not  a  large  source  of  revenue  for  home  health  agencies,  a  number  of  the  case 
study  agencies  noted  that  providing  this  sort  of  care  is  part  of  their  mission  and  the  reason  the  organization 
exists.  Many  of  the  case  study  agencies  were  strongly  committed  to  helping  their  communities,  and  they 
found  a  way  to  do  so  through  chanty  care.  However,  providing  free  or  reduced-cost  care  can  be  difficult 
in  a  financially  constrained  environment.  Several  agencies  mentioned  United  Way  as  a  source  of  revenue 
for  chanty  care.  However,  one  agency  that  had  relied  on  United  Way  in  the  past  was  no  longer  able  to  do 
so  because  the  local  United  Way  organization  had  reset  its  pnonties  to  focus  on  young  children,  leaving 
little  funding  for  home  health  care. 

c.    Change  in  Payer  Sources 

About  half  of  the  case  study  agencies  expected  their  payer  mix  to  change  in  the  future.  Almost  all  of 
these  agencies  expect  changes  in  managed  care  revenue  to  underlie  changes  in  their  revenue  sources. 
Agencies  expect  more  Medicare  managed  care,  more  Medicaid  managed  care,  and  more  pnvate  managed 
care  (rather  than  pnvate  insurance).  Given  the  undesirability  (from  the  agency  perspective)  of  managed 

41 


care  organizations  as  revenue  sources,  the  increasing  importance  of  managed  care  suggests  difficult  times 
ahead. 

2.  Capital 

Not  having  adequate  capital  can  prevent  home  health  agencies  from  growing  and  innovating, 
particularly  if  they  initially  require  additional  resources  (such  as  specialized  staff)  or  technologies  (such 
as  new  computer  systems)  to  operate  more  efficiently. 

Almost  all  of  the  case  study  agencies  had  access  to  one  or  two  sources  of  capital,  although  these  were 
not  always  adequate  to  meet  their  needs.  Their  sources  of  capital  are  listed  in  Table  H4. 

The  most  common  means  for  case  study  agencies  to  obtain  new  capital  was  loans  from  financial 
institutions,  usually  on  an  existing  line  of  credit  rather  than  new  borrowing.  Agencies  appear  to  have 
mixed  success  in  obtaining  capital  from  financial  institutions,  some  reported  having  no  difficulty  obtaining 
lines  of  credit,  and  others  complained  that  banks  are  reluctant  to  lend  to  them  because  they  do  not  have 
enough  profits  to  repay  the  loan  or  adequate  collateral. 

About  one-third  of  case  study  agencies  drew  upon  liquid  assets  such  as  retained  earnings  for  capital. 
Many  agencies  that  did  that  found  that  they  needed  to  simultaneously  borrow  or  do  community  fund-raising 
to  meet  the  capital  needs.  The  ability  to  generate  reserves  was  limited  in  many  agencies  by  the  dominance 
of  Medicare  since  Medicare  does  not  permit  agencies  to  earn  profits  under  home  health  cost 
reimbursement. 

Nineteen  agencies  relied  on  affiliated  organizations  to  supply  their  capital,  often  naming  them  as  their 
sole  source  of  capital.  (Of  course,  the  affiliated  system  might  use  a  variety  of  sources  to  raise  its  own 
funds,  including  loans  and  fund-raising,  but  the  affiliated  agencies  did  not  treat  the  capital  they  advanced 
as  formal  loans).  Most  of  the  agencies  with  capital  supplied  by  an  affiliated  organization  felt  that  they  had 
enough  capital  funding  to  meet  their  needs.  Several  hospital-based  agencies  noted  that  the  home  health 
agency  was  a  large  department  that  generated  profits  for  the  hospital  and  so  could  usually  count  on  hospital 
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TABLE  H.4 

SOURCES  OF  CAPITAL  FOR  CASE  STUDY  AGENCIES 


Case  Study  Agencies  (n  =  67) 


Source  of  Capital  Number  Percent 

Loans  from  Financial  Institution 

Established  line  of  credit  30  45 

New  borrowing  11  16 

Liquid  Assets  24  36 

Affiliated  Organization  19  28 

Fund  Raising  Efforts  18  27 

Endowment  9  1 3 

Loan  from  Owner  9  1 3 

Demonstration  Profits  1  1 

Other  1  1 
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support  for  capital  needs.  One  agency  that  did  not  have  capital  for  expansion  or  new  products  reported 
that  the  hospital  spent  so  much  money  subsidizing  its  cash  flow  that  it  didn't  have  much  left  over  for  the 
agency's  other  capital  needs. 

Fund-raising  and  agency  endowments  were  also  relatively  common  sources  of  capital,  and  here  again 
agencies  reported  mixed  success.  One  agency  relied  solely  on  community  fund-raising  to  raise  capital,  but 
was  able  to  raise  only  $30,000  each  year  from  these  activities.  In  contrast,  another  agency  had  raised  over 
$7  million  through  a  capital  campaign  drive.  Some  staff  members  noted  that,  while  fund-raising  is  an 
important  source  of  capital,  fund-raising  activities  are  not  an  allowable  cost  under  Medicare.  As  a  result, 
it  is  difficult  to  get  a  fund-raising  venture  off  the  ground  and  sustain  it  until  it  becomes  self-supporting. 

Case  study  agencies  were  about  evenly  split  on  whether  they  had  adequate  capital  funding,  although 
(as  noted  earlier)  those  relying  on  affiliates  for  capital  were  most  likely  to  feel  adequately  capitalized. 
Others  that  felt  adequately  capitalized  reported  that  they  had  worked  hard  to  achieve  that  status.  One 
agency  noted  that  it  had  to  watch  productivity  and  salaries  closely  to  ensure  that  it  had  adequate  reserves 
for  capital.  Another  agency  had  a  line  of  credit  to  cover  its  capital  needs  but  monitored  its  cash  flow  very 
closely  to  be  sure  that  it  could  pay  off  the  credit  line  within  the  allotted  time.  Still  others  complained  of 
inadequate  reserves  and  difficulties  fund-raising.  One  agency  owner  commented  that  she  was  tired  of 
using  personal  funds  to  meet  the  agency's  capital  needs. 

3.    Per-Visit  Costs  in  the  Base  Year 

Base-year,  per-visit  costs  are  important  in  the  demonstration  for  two  major  reasons.  First,  both  a 
treatment  agency's  per-visit  and  per-episode  payment  rates  are  calculated  using  base-year,  per-visit  costs. 
An  unusually  high  or  low  per-visit  cost  could  have  a  material  effect  on  profitability  during  the 
demonstration.  Agencies  with  high  base-year  costs  may  have  more  opportunity  to  reduce  these  costs, 
while  agencies  with  low  base-year  costs  may  find  it  very  difficult  to  do  so.  Second,  an  agency's  position 
with  respect  to  the  Section  223  limits  in  the  base  year  can  affect  its  ability  to  avoid  losses  during  the 
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demonstration.  Reductions  in  the  volume  of  visits  could  result  in  a  loss  of  economies  of  scale  and  an 
increase  in  per-visit  costs.  The  costs  of  participating  in  the  demonstration  could  also  increase  per-visit 
costs.  These  increases  might  push  aggregate  costs  over  the  limits,  especially  for  agencies  with  base-year 
costs  already  near  the  limits.6  The  demonstration's  provisions  for  loss  sharing  apply  only  to  costs  below 
the  limits. 

a.    Per- Visit  Costs 

Table  0.5  presents  the  average  per- visit  cost,  for  each  of  the  six  types  of  visits  covered  by  Medicare, 
drawn  from  the  cost  reports  of  the  58  case  study  agencies  for  which  we  have  received  them.7 

As  Table  H5  indicates,  the  average  cost  for  a  nursing  visit  was  $87  and  the  cost  for  a  home  health 
aide  visit  was  $40  in  the  base  year  at  the  case  study  agencies.  Per-visit  costs  for  therapy  visits  averaged 
between  $94  and  $109,  while  the  average  cost  for  medical  social  service  visits  was  $142.  There  was 
variation  among  the  agencies—the  highest  per-visit  costs  were  three  to  nine  times  greater  than  the  lowest 
ones  in  any  given  category— but  in  general  there  were  relatively  few  outliers. 


6Initial  plans  for  calculating  loss  sharing  in  the  demonstration  called  for  testing  costs  against  the  limits 
separately  for  the  1 20-day  risk  period  (covered  by  the  lump-sum  payment)  and  visits  paid  for  on  a  per- visit 
basis.  Under  this  plan,  costs  were  much  more  likely  to  exceed  the  limits  for  visits  paid  on  a  per-visit  basis 
because  the  limit  calculation  for  the  risk  period  depended  on  the  number  and  cost  of  episodes,  and  the  cost 
of  an  episode  depended,  in  turn,  on  the  number  of  visits,  as  well  as  the  cost  of  a  visit.  A  reduction  in  the 
number  of  visits  during  the  risk  period  is  likely  to  offset  any  increase  in  per-visit  costs  caused  by  a  loss  of 
economies  of  scale.  HCFA  later  amended  the  application  of  the  cost  limits  so  that  agencies  were  allowed 
the  higher  of  the  cost  limit  based  on  (1)  the  base-year  episode  profile,  or  (2)  the  number  of  visits  in  the 
current  year.  The  latter  was  added  to  allow  for  case  mix  changes  that  would  not  be  reflected  in  the  episode 
limits. 

7Agencies  are  excluded  in  calculating  the  cost  of  a  given  type  of  visit  if  they  did  not  render  that  type 
of  visit. 
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TABLE  II. 5 

AVERAGE  BASE- YEAR,  PER- VISIT  COSTS  OF  CASE  STUDY  AGENCIES 


Average  Per- Visit  Cost 

Case  btudy  Agencies 

All 

Treatment 

Control 

Skilled  Nursing  Care  (n  =  58) 

$87 

$85 

$89 

Home  Health  Aide  (n  =  58) 

$40 

$38 

$43 

Physical  Therapy  (n  =  58) 

$109 

$104 

$114 

Occupational  Therapy  (n  =  5 1 ) 

$94 

$89 

$98 

Speech  Pathology  (n  =  52) 

$103 

$101 

$105 

Medical  Social  Services  (n  =  55) 

$142 

$125 

$155 

Although  average  per-visit  cost  for  the  control  group  exceeded  that  for  the  treatment  group  for  every 
type  of  visit,  per-visit  costs  were  not  materially  different  for  the  treatment  and  control  agencies  for  any  type 
of  visit,  except  for  medical  social  work.  The  treatment  group  mean  for  medical  social  work  is  about  20 
percent  less  than  the  control  mean.  However,  this  difference  ($30)  is  considerably  smaller  than  the 
minimum  difference  (about  $44)  we  can  detect  with  confidence  with  this  sample.8 

b.    Relationship  of  Aggregate  Costs  to  Limits 

The  aggregate  costs  of  the  case  study  agencies  (for  which  we  have  base-year  cost  reports)  are,  on 
average,  about  1 5  percent  below  the  Section  223  limit.  For  all  case  study  agencies,  the  ratio  of  the 
aggregate  Medicare  costs  to  the  limits  is  .848.  Slightly  more  than  one-third  of  the  agencies  had  aggregate 
costs  that  were  less  than  75  percent  of  the  limit.  Fourteen  percent  of  the  agencies  (eight  agencies)  have 
aggregate  costs  that  exceed  the  limits.  For  six  of  the  eight  agencies  with  costs  above  the  limits,  the  cost-to- 


8The  minimum  detectable  difference,  MDD,  for  one-tailed  test  .05  significance  level,  80  percent 
power  is  calculated  as  follows:  MDD  =  2.487  x  sqrt  (VAR).  In  this  case,  VAR  =  (2/m)  cr,  where  m  is  the 
sample  size  in  each  group  (assuming  groups  of  equal  size)  and  a  is  the  standard  deviation  in  the 
population.  In  this  case,  the  treatment  and  control  groups  are  unequal  in  size  (31  and  24  cases, 
respectively)  and  m  is  their  geometric  mean  (27).  (Not  all  case  study  agencies  submitting  cost  reports 
offered  medical  social  services  in  the  base  year.)  In  the  sample,  the  standard  deviation  for  the  cost  of  a 
medical  social  work  visit  is  about  $65. 
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limit  ratio  ranges  between  1 .02  and  1 .07.  The  other  two  agencies  are  substantially  over  their  limits  with 
cost-to-limit  ratios  of  1.24  and  2.06. 

Table  II. 6  indicates  the  number  and  percentage  of  case  study  agencies  with  base-year  costs  that 
exceeded  the  limits,  by  agency  type.  As  the  table  indicates,  the  likelihood  that  an  agency's  costs  exceeded 
the  limits  varied  by  agency  type.  The  costs  of  hospital-based  agencies  were  most  likely  to  exceed  the 
limits.  Three  of  the  eight  case  study  hospital-based  agencies  had  costs  that  exceeded  the  limits. 
Furthermore,  the  two  agencies  that  most  seriously  exceeded  their  cost  limits  (with  cost-to-limit  ratios  of 
1 .24  and  2.06)  were  both  hospital  based.  Hospital-based  agencies  face  a  different  set  of  incentives  under 
cost  reimbursement  than  free-standing  agencies.  Even  if  the  agency's  costs  exceed  the  limits,  the 
organization  as  a  whole  may  benefit  financially  because  the  hospital  is  able  to  discharge  inpatients  m  a 
timely  way  (reducing  inpatient  care,  which  is  generally  not  reimbursed  at  cost).  The  hospital  will  also  be 
able  to  "flow  down"  its  administrative  costs  to  the  home  health  agency.  The  costs  of  nonprofit  agencies 
were  least  likely  to  exceed  the  limits;  at  only  one  nonprofit  agency  did  aggregate  costs  exceed  the  limits. 
The  other  four  agencies  at  which  costs  exceeded  the  limits  in  the  base  year  were  proprietary  agencies. 
Only  one  of  these  four  agencies  was  a  member  of  a  chain,  and  none  of  them  were  over  the  limit  by  a  ratio 
of  more  than  1 .07. 

There  is  no  substantial  difference  between  case  study  treatment  and  control  agencies  with  respect  to 
the  relanonship  of  aggregate  costs  to  the  limits.  Eighteen  percent  of  treatment  agencies  had  base-year  costs 
exceeding  the  limits,  compared  with  eight  percent  of  control  agencies.  A  difference  of  this  size  in  this 
sample  may  be  due  to  chance  alone.  In  addition,  there  is  little  difference  in  the  average  ratio  of  aggregate 
costs  to  the  limits  for  agencies  in  the  treatment  and  control  groups.  These  ratios  are  .869  and  .819, 
respectively.  When  we  obtain  base-year  cost  report  data  on  all  demonstration  agencies,  we  will  examine 
treatment-control  differences  in  per- visit  costs  and  cost-to-limit  ratios  for  all  91  demonstration  agencies. 
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TABLE  0  6 


RELATIONSHIP  OF  BASE-YEAR  COSTS  TO  THE 
LIMITS  FOR  CASE  STUDY  AGENCIES,  BY  AGENCY  TYPE 


Percent  of  Case  Study  Agencies 

All 

Hospital 

For-Profit 

Nonprofit 

Costs-to-Limit  Ratio 

(n  =  58) 

(n  =  8) 

(n  =  22) 

(n  =  28) 

Less  than  .75 

36 

12.5 

27 

50 

.75  to  .90 

31 

25 

32 

32 

.90  to  1 

19 

25 

23 

14 

Total  Under  I9 

86 

62.5 

82 

96 

1  to  1.10 

12 

12.5 

18 

4 

1 . 1 0  or  Greater 

2 

25 

0 

0 

Total  Over  1 

14 

37.5 

18 

4 

9Three  of  these  agencies,  one  hospital  based  and  two  proprietary  agencies,  are  right  at  their  cost  limits 
with  ratios  of  aggregate  costs  to  limits  of  1 .000,  1 .005,  and  1 .007. 
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III.  IN  WHAT  TYPE  OF  ENVIRONMENTS  DO  HOME  HEALTH  AGENCIES  OPERATE? 


Environment  matters.  It  generates  some  opportunities  and  forecloses  others.  Thus,  environment  will 
inevitably  shape  agency  responses  to  per-episode  prospective  payment.  Patients  characteristics  will  affect 
the  extent  to  which  agencies  will  be  able  to  reduce  visits  per  episode  and  per-visit  costs.  For  example, 
agencies  may  find  it  more  difficult  to  cut  costs  for  patients  who  are  more  severely  ill  or  clinically  unstable 
or  those  who  have  fewer  other  resources  on  which  to  draw.  Competition  from  other  agencies  will  also  limit 
agency  options.  Referral  sources  expect  an  agency  to  serve  all  referred  patients  and  can  easily  turn  to  a 
competing  agency  if  one  agency  is  "picky."  Thus,  competition  restricts  the  ability  of  treatment  agencies 
to  select  patients  with  less  extensive  care  needs.  Patients  can  also  transfer  to  another  agency  if  they  desire 
more  visits,  thereby  restricting  agency  ability  to  reduce  the  number  of  visits.  The  availability  of  community 
services  will  also  affect  agency  ability  to  reduce  visits.  If  personal  care/homemaker  services  are  scarce, 
agencies  may  find  it  difficult  to  discharge  patients  as  soon  as  their  skilled  care  needs  are  met  since  it  could 
be  hard  for  them  to  find  home-  and  community-based  services  in  lieu  of  home  health  aide  services. 

The  penetration  of  managed  care  may  affect  agency  response  to  prospective  payment  in  diverse  ways. 
Experience  under  managed  care  may  help  agencies  develop  approaches  to  reducing  visits  per  episode.  On 
the  other  hand,  loss  of  referrals  to  competing  agencies  that  are  associated  with  managed  care  plans  may 
reduce  an  agency's  volume  and  make  it  more  difficult  to  accept  a  further  reduction  in  volume  (and  loss  of 
economies  of  scale)  from  reductions  in  visits  per  episode.  Growth  in  Medicare  home  health  services,  or 
lack  of  it,  will  also  shape  how  home  health  agencies  respond  to  per-episode  prospective  payment.  Just  as 
with  the  loss  of  volume  associated  with  managed  care,  agencies  that  are  not  growing  may  find  it  more 
difficult  to  reduce  visits  per  episode. 

In  this  chapter,  we  describe  each  of  these  important  environmental  issues  that  may  affect  the  responses 
of  home  health  agencies  to  the  incentives  of  per-episode  prospective  payment:  patients,  competition  from 
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other  home  health  agencies,  community  resources,  penetration  of  managed  care,  and  growth.  We  also 
consider  whether  there  are  preexisting  differences  in  the  environments  of  the  case  study  treatment  and 
control  agencies.  As  noted  in  Chapter  II,  knowledge  of  preexisting  treatment-control  differences  is  needed 
to  correctly  differentiate  between  differences  due  to  impacts  and  those  due  to  preexisting  differences. 

A.    PATIENT  MIX 

In  this  section,  we  discuss  differences  across  agencies  in  patient  mix,  then  changes  in  patient  mix  over 
time  within  a  given  agency. 

1.    Differences  in  Patient  Mix 

We  have  two  sources  of  data  on  differences  in  patient  mix  across  agencies—information  collected  in 
site  visits  and  information  from  the  case-mix  adjuster,  Home  Health  Utilization  Groups  (HHUGs). 
During  the  site  visits,  we  asked  each  case  study  agency  whether  it  served  a  different  mix  of  Medicare 
patients  than  other  agencies  in  the  same  service  area,  and  if  so,  in  what  way  its  mix  was  unique.  The 
HHUGs  data  are  for  case  mix  in  the  base  period  (the  quarter  before  the  agency  began  demonstration 
operanons). 1 

a.    Site  Visit  Information 

About  a  third  of  the  agencies  reported  that  they  served  a  different  mix  of  Medicare  patients  than  the 
other  Medicare  home  health  agencies  in  their  market  areas.  We  regard  these  reports  as  quite  subjective 
and  therefore  subject  to  error. 

There  was  little  difference  between  the  reports  of  case  study  agencies  in  the  treatment  and  control 
groups  with  respect  to  differences  in  patient  mix;  36  percent  of  treatment  group  agencies  and  41  percent 
of  control  group  agencies  reported  that  their  patient  mix  differed. 


'The  HHUGs  data  were  supplied  by  Henry  Goldberg  of  Abt  Associates. 
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Case  study  agency  reports  of  differences  in  patient  mix  vary  on  three  primary  dimensions:  ( 1 )  lower 
versus  higher  socioeconomic  status,  (2)  chronic  versus  acute  illness,  and  (3)  the  need  for  speciality  and 
other  services.  The  last  two  of  these  dimensions  overlap  somewhat.  Certain  specialities  tend  to  be  needed 
by  those  with  acute  illnesses  (for  example,  infusion  therapy)  and  certain  services  (for  example,  personal 
care  programs)  tend  to  be  needed  by  those  with  chronic  illnesses. 

Slightly  less  than  20  percent  of  case  study  agencies  reported  that  their  patient  mix  differed  with 
respect  to  socioeconomic  status.  Most  of  these  reported  serving  more  patients  of  low  socioeconomic  status 
than  other  agencies  in  their  service  areas.  These  were  typically  visiting  nurse  associations  with  service 
areas  that  included  inner-city  areas.  Only  a  very  few  agencies  reported  serving  minority  groups  who  could 
not  communicate  in  English.  Finally,  only  a  very  few  agencies  reported  that  their  population  mix  was  of 
higher  socioeconomic  status  than  that  of  other  agencies  in  their  areas. 

Between  10  and  15  percent  of  case  study  agencies  reported  that  they  served  a  different  mix  of  patients 
due  to  the  specialized  services  they  offered.  For  example,  agencies  with  enterostomal  therapists  reported 
serving  proportionally  more  patients  with  wounds,  and  agencies  that  specialized  in  infusion  therapy,  more 
patients  with  oncology  diagnoses.  Case  Note  HI.  1  presents  an  agency  executive's  explanation  of  the 
relationship  between  services  and  patient  mix. 


CASE  NOTE  ffl.  1 

EFFECT  OF  SPECIALITY  AND  OTHER  SERVICES  ON  PATIENT  MIX 

Our  patients  tend  to  be  more  complex  because  a  lot  of  smaller  agencies  in  the  area  we  serve  don't  have 
therapies.  Also,  we  have  specialist  nurses  and  community  programs  that  some  patients  need.  We  know 
we  are  getting  a  complex  case  when  we  have  a  referral  from  a  hospital  that  does  not  usually  refer  to  us. 
The  other  agencies  refer  to  us  in  such  situations,  telling  patients  that  we  "will  be  able  to  take  good  care 
of  them."  Finally,  we  are  able  to  transition  smoothly  between  home  care  and  hospice.  Not  all  agencies 
have  hospices. 
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About  10  percent  of  case  study  agencies  reported  that  their  patient  mix  differed  with  respect  to  the 
chronicity  of  patient  illness.  A  few  agencies  reported  that  their  referrals  were  primarily  from  hospitals  or 
nursing  homes  and  tended  to  be  more  acutely  ill  patients  than  those  served  by  other  agencies  with  a  broader 
mix  of  referral  sources.  On  the  other  hand,  a  few  agencies  also  reported  that  they  served  more  patients 
with  chronic  illness,  often  the  very  old.  An  executive  of  one  of  these  agencies  noted  that  the  hospital 
agencies  in  the  area  took  "younger  patients,  leaving  the  VNA  with  the  old  and  chronically  ill." 

b.    HHUG  Case-Mix  Data 

The  HHUG  case-mix  adjuster  categorizes  patients  into  one  of  18  mutually  exclusive  groups  based 
largely  on  the  patient's  characteristics  at  admission  to  the  home  health  agency.  Eight  variables  are  used 
to  construct  the  18  groups.  They  are:  (1)  number  of  limitations  in  activities  of  daily  living  (on  five  tasks), 
(2)  whether  the  patient  needs  wound  care,  (3)  whether  the  patient  had  a  hospital  stay  embedded  in  the  1 20- 
day  risk  period,  (4)  whether  the  patient  was  in  a  hospital  immediately  prior  to  home  health  admission,  (5) 
whether  the  patient  has  a  decubitus  ulcer,  stage  3  or  4,  (6)  whether  the  patient  has  a  primary  diagnosis  of 
diabetes,  (6)  whether  the  patient  has  a  primary  diagnosis  of  stroke,  (7)  whether  the  patient  has  a  primary 
diagnosis  of  cancer,  (8)  and  whether  the  patient  is  admitted  to  (and  discharged  from)  a  hospital  before  the 
1 20-day  risk  period.  All  but  the  last  of  these  variables  pertain  to  the  patient's  characteristics  at  home  health 
admission.  Appendix  A  reproduces  a  form  that  defines  the  1 8  groups  on  the  basis  of  the  values  of  the  eight 
variables  listed  here. 

Table  EDL 1  presents  information  on  case  mix  across  the  case  study  agencies  as  measured  by  HHUGs 
for  the  calendar  quarter  preceding  their  demonstration  entry.  As  Table  EH.l  indicates,  nontnvial 
percentages  of  agencies  had  no  cases  at  all  in  many  of  the  HHUGs  groups.  Groups  5  and  6  are  least 
commonly  represented,  almost  60  percent  of  agencies  had  no  cases  in  Group  5  or  6,  which  include  patients 
with  severe  functional  impairments  who  need  wound  care  and  who  had  an  embedded  hospital  stay 
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TABLE  III  I 


RANGE  AND  MEAN  FOR  PERCENTAGE  OF  EPISODES  FALLING  IN 
EACH  HHUG  CASE-MIX  GROUP.  ALL  CASE-STUDY  AGENCIES 


HHUG 

Group 

Number 

Percent  of  Case 
Study  Agencies 
with  Cases  in 
Group3 

For  Agencies  with  a  Group 
Represented,  Percent  of  All  Cases  in 

Group 

Average  Cost  of 

Episodes  in 
Group  (dollars) 

Minimum 

Range 

Maximum 

Meanb 

1 

45 

4,313 

0.2 

3.3 

0.9 

2 

49 

4,258 

0.2 

6.3 

1.4 

3 

94 

2,864 

1.2 

3.3 

8.4 

4 

97 

2,842 

0.4 

28.6 

9.5 

5 

42 

5,035 

0.1 

11.1 

1.5 

6 

42 

5,086 

0.2 

10.0 

1.3 

7 

81 

4,505 

0.4 

10.0 

2.8 

8 

74 

2,746 

0.3 

13.1 

2.6 

9 

89 

3,455 

0.8 

28.9 

7.9 

10 

52 

3,342 

0.1 

3.3 

1.1 

11 

63 

3,450 

0.1 

7.1 

1.4 

12 

92 

2  786 

0.8 

33.3 

6.4 

13 

97 

1,759 

0.8 

66.7 

19.7 

14 

55 

7,086 

0.2 

4.9 

1.1 

15 

78 

4,360 

0.4 

9.1 

2.2 

16 

94 

4,199 

1.4 

66.7 

8.4 

17 

92 

4,342 

1.1 

12.5 

6.2 

18 

97 

3,100 

7.1 

52.2 

28.4 

NOTE:       Data  are  submitted  through  the  end  of  June,  1996. 

aEach  agency  is  weighted  equally  in  computing  the  mean,  but  only  includes  those  agencies  with  at  least  one  episode. 

bThe  mean  percentages  in  various  HHUG  groups  apply  to  different  percentages  of  agencies.  Therefore,  the  mean 
percentages  do  not  add  to  100  percent. 
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during  the  120  days  of  home  health  episode.  Among  agencies  with  a  given  HHUG  group  represented, 
there  is  also  substantial  variation  in  the  percentage  of  cases  falling  in  that  group.  Consider  HHUG  Group 
1 8,  one  of  the  most  common  HHUG  groups,  which  is  made  up  of  patients  who  are  impaired  in  two  to  five 
tasks  of  activities  of  daily  living  but  to  whom  none  of  the  other  characteristics  considered  in  HHUGs  apply. 
While  almost  all  agencies  had  cases  in  Group  1 8  during  the  base  period,  the  percentage  varied  from  7  to 
over  52  percent— a  seven-fold  difference.  Because  it  is  by  far  the  most  expensive  HHUG  group  on 
average,  Group  1 4  is  also  of  interest.  It  is  made  up  of  patients  who  are  impaired  in  at  least  two  activities 
of  daily  living  and  who  need  wound  care  for  a  stage  3  or  4  decubitus  ulcer.  Almost  half  of  agencies  had 
no  cases  in  Group  14;  in  the  other  half,  the  percentage  of  cases  in  Group  14  ranged  from  .2  percent  to 
almost  5  percent— about  a  25-fold  difference. 

Like  agencies'  subjective  reports,  these  tabulations  for  the  HHUG  case-mix  adjuster  suggest  that  there 
are  considerable  differences  in  the  characteristics  of  patients  served  by  different  agencies. 

2.    Change  in  Patient  Mix 

In  the  demonstration,  per-episode  payments  are  based  on  a  given  agency's  own  costs  in  the  base  year, 
and  payments  are  adjusted  for  changes  in  the  mix  of  patients,  with  mix  measured  by  HHUGs. 

During  the  site  visits,  we  asked  whether  the  agency's  patient  mix  had  been  changing  the  year  before 
it  began  demonstration  operations.  These  reports  about  change  in  patient  mix  may  give  us  some  insight 
into  the  extent  and  nature  of  changes  in  patient  mix  that  we  may  expect  during  the  demonstration. 
(Information  on  changes  in  HHUG  case  mix  is  not  yet  available.) 

Just  over  40  percent  of  case  study  agencies  reported  that  their  patient  mix  was  changing  in  the  year 
before  they  began  demonstration  operations.  There  was  little  difference  between  treatment  and  control 
agencies  in  the  reports  of  change.  Forty-four  percent  of  treatment  agencies  and  39  percent  of  control 
agencies  reported  changes  in  their  patient  mix  in  the  year  before  they  began  demonstration  operations. 
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Most  agencies  reporting  change  in  patient  mix  indicated  that  their  patients  were  more  severely  ill  than 
the  year  before.  Thirteen  agencies  cited  changes  in  hospital  practices  as  the  cause  of  this  change,  either 
as  a  result  of  shorter  hospital  stays  or  through  increasing  the  use  of  "high  tech"  equipment  in  the  home  (as 
opposed  to  a  hospital).  Almost  half  (six)  of  the  13  agencies  citing  change  in  hospital  practices  are  in 
Massachusetts,  yet  Massachusetts  agencies  make  up  only  1 6  percent  of  the  case  study  agencies.  It  seems 
likely  that  recent  growth  in  Medicare  managed  care  in  Massachusetts  is  an  underlying  cause  of  the  changes 
in  patient  mix  reported  by  case  study  agencies  there.  For  example,  one  Massachusetts  agency  executive 
reported  that  patients  there  are  discharged  from  the  hospital  only  five  days  after  surgery  for  a  coronary 
artery  bypass  graft  (CABG).  Most  of  the  other  agencies  that  reported  changes  in  the  seventy  of  their 
patients'  illness  attributed  this  to  the  agency's  development  of  "high-tech"  services,  such  as  infusion 
therapy,  intended  for  these  patients. 

The  case  study  agencies  report  that  these  changes  in  hospital  practice  have  implications  for  home 
health  care.  Unstable  patients  require  more  frequent  nursing  care  to  ensure  that  they  do  not  develop 
complications.  Since  the  care  of  severely  ill  patients  is  not  routine,  their  nurses  may  require  more  clinical 
supervision  to  monitor  the  quality  of  care.  Severely  ill  patients  also  require  more  assistance  with  personal 
care  and  must  have  assistance  with  activities  such  as  meal  preparation,  so  longer  nursing  visits  are  required 
to  arrange  for  assistance  with  these  tasks.  Moreover,  teaching  patients  how  to  care  for  themselves  in 
hospitals  is  often  limited  as  hospital  stay  length  is  reduced;  often  the  visiting  nurse  must  begin  the  teaching. 
Comments  on  these  issues  by  staff  from  three  agencies  are  presented  in  Case  Note  DI.2. 

The  only  other  change  in  patient  mix  reported  by  several  agencies  was  an  increase  in  the  proportion 
of  very  old  or  frail  patients.  Four  case  study  agencies  reported  such  a  change.  One  agency  reported  that 
it  was  targeting  such  patents  as  part  of  its  marketing  strategy,  but  the  others  did  not  offer  explanations. 
In  fact,  one  agency  executive  indicated  that  she  did  not  know  what  had  caused  the  change  in  age 
distribution. 
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CASE  NOTE  m  2 

IMPLICATIONS  OF  SHORTER  HOSPITAL  STAYS  FOR  HOME  HEALTH  CARE 


Agency  A:  Patients  are  getting  sicker.  They  are  more  needy  and  have  very  complex  family  situations. 
With  the  changing  economy,  more  families  are  going  to  work,  and  with  DRGs,  more  patients  come 
home  needing  care.  And  the  quality  of  care  in  the  hospitals  is  not  what  it  used  to  be.  They  are  not 
stabilizing  on  meds,  bowels,  and  skin  before  the  person  leaves— their  attitude  is  that  the  VNA  will  take 
care  of  that.  And  they  are  not  teaching  much  in  the  hospital  these  days.  We  have  patients  with  ostomies 
coming  out  who  never  changed  a  bag. 

Agency  B:  The  diagnoses  are  not  changing.  You  can  name  the  top  five  diagnoses  and  they  are  always 
the  same.  But  the  hospitals  are  sending  them  home  faster  and  sicker,  and  less  well  prepared  to  be  at 
home.  Hence  our  initial  visits  are  longer.  Also,  we  find  that  the  hospitals  are  a  lot  more  reluctant  to  take 
patients  back.  Sometimes,  there  are  real  disasters.  For  example,  the  hospital  discharged  the  patient; 
the  narcotics  the  patient  needs  were  never  arranged;  it's  8:00  P.M.;  and  the  patient  is  really  sick. 
Sometimes  we  force  them  to  go  back  to  the  hospital,  but  we've  been  finding  that  they  go  to  the  ER  and 
are  sent  home  in  four  hours.  So  our  nurses  are  just  coping  the  best  they  can. 

Agency  C:  We  have  very  sick  patients  coming  out  of  the  hospital—really  critically  ill  patients  are  sent 
home.  For  example,  they  now  send  an  open  heart  surgery  patient  home  after  five  days.  The  nurse  really 
has  to  be  on  her  toes  for  complications.  And  there  are  a  lot  more  social  issues  in  the  home.  There  are 
a  lot  of  people  who  are  barely  safe  enough  to  be  at  home.  We  need  to  take  more  time  with  those  patients 
to  get  everything  arranged  for  them— food,  cleaning,  etc.  They  just  need  more. 
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It  seems  reasonable  to  expect  that  the  HHUG  case-mix  adjuster  will  reflect  changes  in  the  proportion 
of  very  old  or  frail  patients,  but  less  likely  that  it  will  reflect  changes  in  patient  illness  seventy.  HHUG 
incorporates  information  on  patient  functional  status  and  thus  may  be  able  to  pick  up  changes  in  the 
proportion  of  patients  who  are  very  old  or  very  frail.  However,  it  contains  no  way  to  measure  seventy  of 
illness  per  se,  although  other  measures  may  reflect,  at  least  in  part,  changes  in  seventy  of  illness.  These 
other  measures  include    (1)  diagnoses  (decubitus  at  stage  3  or  4,  diabetes,  stroke,  and  cancer), 

(2)  preadmission  location  (home,  acute  care  hospital,  nursing  home  or  rehabilitation  facility,  other),  and 

(3)  hospital  admission  (and  discharge)  dunng  the  120  day  risk  period.  Also,  the  HHUG  only  explains  a 
relatively  small  proportion  of  the  vanance  in  home  health  resource  use  (about  1 0  percent),  and  the  data  on 
which  HHUG  was  based  were  collected  in  the  early  1990s  and  thus  may  not  capture  more  recent  changes 
in  the  seventy  of  patient  illness. 

B.  ORGANIZATIONS 

The  organizational  context  of  a  home  health  agency—the  number  and  type  of  other  home  health 
agencies  and  organizations  in  its  community,  and  the  first  agency's  intenelationship  with  them—may  have 
a  substantial  effect  on  agency  behavior.  The  extent  to  which  the  agency  can  change  its  volume,  refenal 
patterns,  and  practice  patterns  are  all  influenced  by  the  other  organizations  in  its  community.  This  section 
examines  three  aspects  of  this  organizational  context:  competition  from  other  agencies,  the  presence  of 
community  services,  and  the  extent  of  managed  care  activity  in  the  case  study  agencies'  communities. 

I.    Competition  from  Other  Agencies 

Most  (85  percent)  case  study  agencies  charactenze  home  health  care  in  the  communities  they  serve 
as  highly  competitive.  Some  of  these  called  the  competition  "unbelievably  fierce,"  "rough  and  tough," 
"bloody,"  and  "cutthroat."  Two  agencies  accused  other  agencies  of  using  unethical  or  illegal  methods  to 
generate  referrals.  One  of  these  noted  that  almost  every  physician  in  the  area  was  associated  with  a  home 
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health  agency,  usually  through  a  relative;  the  other  complained  that  other  agencies  "paid  off  physicians  for 
referrals  with  money  generated  through  shady  subcontracts." 

Only  12  percent  of  the  case  study  agencies  report  moderate  competition  for  patients.  While  hospital- 
based  agencies  account  for  only  1 6  percent  of  the  case  study  agencies,  half  of  the  agencies  reporting  only 
moderate  competition  for  patients  are  hospital-based.  Because  competition  centers  on  patient  referrals  and 
because  hospital-based  agencies  have  relatively  "protected"  referral  streams,  it  is  perhaps  not  surprising 
that  hospital-based  agencies  perceive  competition  as  less  intense.2 

In  addition,  almost  half  of  the  case  study  agencies  report  an  oversupply  of  agencies  in  the  communities 
they  serve,  relative  to  the  demand.  Another  30  percent  of  the  case  study  agencies  report  that  demand  for 
home  health  care  in  their  communities  is  largely  met.  Some  agencies  reporting  an  oversupply  of  agencies 
are  located  in  urban  areas  that  are  served  by  scores  of  Medicare-certified  agencies.  An  executive  of  an 
agency  serving  a  small  city  within  a  major  metropolitan  area  described  her  community  as  having  "a  home 
health  agency  on  every  comer."  A  few  agency  executives  commented  on  the  relative  ease  of  entry  into  the 
home  health  business,  mentioning  the  rather  low  capitalization  requirements  and  the  relative  absence  of 
regulatory  restrictions. 

The  comments  of  one  agency  executive,  presented  in  Case  Note  EH.  3  suggest  that  the  buying  and 
selling  of  agencies  may  also  contribute  to  intensity  of  competition  in  home  health  care. 


:Hospital  practices  regarding  referral  to  home  health  agencies  affiliated  with  the  hospital  are  the 
subject  of  current  legal  action;  efforts  are  being  made  to  ensure  that  patients  are  offered  a  choice  of 
agencies.  As  a  practical  matter,  however,  hospitals  are  currently  able  to  steer  a  patient  to  an  agency 
affiliated  with  the  hospital. 

58 


CASE  NOTE  m.3 

EFFECT  OF  BUYING  AND  SELLING  OF  AGENCIES  ON  COMPETITION 

I  used  to  worry  about  the  for-profits  in  town.  There  was  lots  of  turnover  as  they  were  bought  and  sold. 
Every  time  a  new  one  would  come  in,  it  would  "rush"  the  doctors,  saying,  "Give  us  a  chance."  Now, 
I  believe  the  doctors  are  sick  of  this  and  come  back  to  this  agency  for  quality.  Not  long  ago,  a  doctor 
called  on  a  weekend.  He  had  a  patient  at  another  agency  but  could  not  get  anyone  on  a  weekend  to 
handle  a  crisis.  He  called  our  weekend  duty  nurse.  Now,  he  uses  only  this  agency. 

In  rural  areas,  the  competition  from  other  agencies  appears  to  be  somewhat  less  intense.  In  fact,  the 
only  two  agencies  that  reported  extensive  unmet  demand  for  home  health  care  are  located  in  rural  areas. 

A  few  of  the  executives  we  interviewed  speculated  about  the  long  run  demand  for  home  health  care, 
noting  that  while  there  is  an  oversupply  of  agencies  now,  demand  should  increase  over  time  with  the  aging 
of  the  population  and  continued  efforts  to  hold  down  the  use  of  inpatient  care.  Other  executives  noted  that 
they  expected  the  number  of  home  health  agencies  to  decrease  over  rime,  as  some  agencies  merge  and 
others  go  out  of  business. 

2.    Community  Services 

The  presence  of  community  services  can  be  an  important  factor  to  consider  in  determining  an  agency's 
ability  to  manage  care  efficiently.  Adequate  community  services  allow  agencies  to  discharge  patients  as 
soon  as  it  is  clinically  appropriate  to  do  so  and  better  manage  the  number  of  visits  they  provide  for  ongoing 
patients  whose  personal  care  needs  can  be  met—at  less  expense—by  services  other  than  home  health  care. 
Agencies  operating  in  communities  that  lack  such  services,  particularly  for  low-income  patients,  may  feel 
restricted  in  their  ability  to  control  the  number  of  visits  per  episode  for  these  patients. 

The  case  study  agencies  are  usually  able  to  refer  low-income  patients  to  community  services.  As 
Table  III.  2  indicates,  nearly  all  of  the  agencies  report  that  home-delivered  meals  and  homemaker/personal 
care  services  are  available  at  a  reduced  cost  or  on  a  sliding  fee  scale  for  low-income  patients.  Most 
agencies  report  that  transportation  services  also  are  available  for  low-income  patients. 
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TABLE  m.2 

LOW-COST  COMMUNITY  SERVICES  AVAILABLE  IN  CASE  STUDY  COMMUNITIES 


Community  Service 


Percent  of  Case  Study  Agencies  Reporting 
Service  Available  for  Low-Income  Patients  (n  =  67) 


Home-Delivered  Meals 


99 


Homemaker/Personal  Care 


97 


Transportation 


94 


The  accessibility  of  these  services  vanes,  however.  Case  study  agencies  reported  waiting  lists  and 
service  cutbacks  in  homemaker  and  personal  care  services.  While  agency  staff  generally  found  it  difficult 
to  estimate  the  length  of  time  that  applicants  would  have  to  wait  for  homemaker  and  personal  care  services, 
they  generally  reported  relatively  short  waiting  lists.3  However,  even  waits  of  a  week  or  two  can  be  a 
serious  problem  if  the  patient  has  no  other  support  system.  Several  agencies  reported  that  the  need  to 
continue  serving  the  patient  until  wait-listed  services  become  available  makes  it  difficult  to  control  the 
number  of  visits.  In  addition,  some  agencies  reported  significantly  longer  waiting  periods-- a  month  or 
more—and  a  few  noted  that  state  programs  stop  taking  patients  whenever  their  yearly  funding  runs  out. 

The  quality  of  community  services  also  vanes.  Home-delivered  meals  were  cnticized  for  not 
accommodating  therapeutic  diets;  in  a  few  cases,  the  meals  were  considered  unhealthy.  Meals  programs 
were  also  less  available  for  patients  in  outlying  areas.  Transportation  services  often  required  lengthy  wait 
periods,  patients  to  wait  several  hours  for  the  return  leg  of  the  tnp,  for  example,  after  seeing  a  doctor. 
Many  agencies  reported  that  no  handicapped-accessible,  or  door-to-door  (as  opposed  to  curb-to-curb), 
transportation  was  available  for  their  low-income  patients. 


Estimating  the  length  of  time  applicants  must  wait  is  complicated  by  the  fact  that  clients  may  be  given 
pnonty  based  on  the  severity  of  their  need  and  the  fact  that  some  programs  do  not  maintain  waiting  lists. 
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Finally,  a  number  of  agencies  mentioned  that  availability  of  transportation  and  meals  varied  by  region 
within  their  service  area,  making  it  necessary  for  them  to  coordinate  with  many  different  community- 
services  organizations. 

3.    Managed  Care 

The  extent  to  which  managed  care  is  present  in  the  agencies'  communities  and  the  types  of  changes 
agencies  expect  to  undergo  in  response  to  managed  care  are  part  of  the  context  for  agency  change  over  the 
three-year  demonstration  period.  As  noted  in  Chapter  II,  most  of  the  case  study  agencies  expect  an 
increasing  proportion  of  their  revenues  to  come  from  managed  care  contracts  over  the  next  three  years,  and 
many  have  already  made  changes  in  their  structure  and  practices  to  adapt  to  the  increasing  importance  of 
managed  care  in  their  environments. 

a.    Prevalence  of  Managed  Care 

As  Table  HI.  3  shows,  82  percent  of  case  study  agencies  reported  some  Medicare  managed  care  plans 
operating  in  their  areas.  (However,  as  indicated  in  Chapter  II,  most  agencies  served  few  managed  care 
enrollees  at  the  time  of  the  site  visits.)  This  varied  by  region,  but  even  in  Texas,  the  state  that  reported  the 
least  Medicare  managed  care,  72  percent  of  the  case  study  agencies  reported  that  some  plans  were 
available  to  Medicare  beneficiaries  in  the  communities  they  served.  In  California  and  Florida,  all  case 
study  agencies  were  operating  in  regions  where  Medicare  managed  care  was  available. 

Agencies  in  rural  areas  were  the  least  likely  to  report  the  presence  of  managed  care  plans.  While  only 
13  percent  of  the  case  study  agencies  are  located  in  rural  areas,  rural  agencies  account  for  over  40  percent 
of  the  agencies  reporting  "no  plans  available."  Five  of  the  nine  rural  case  study  agencies  did  not  have  any 
Medicare  managed  care  plans  in  their  region. 
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TABLE  m.3 

EXTENT  OF  MEDICARE  MANAGED  CARE  IN  CASE  STUDY  COMMUNITIES 


State 

Percent  of  Case  Study  Agencies  Reporting: 

Medicare  Managed  Care 
Available  in  Region 

Agency  Serves  Enrollees  of  a 
Medicare  Managed  Care  Plan 

California  (n  =  14) 

100 

72 

Florida  (n  =  8) 

100 

63 

Illinois  (n  =  16) 

75 

60 

Massachusetts  (n  =  11) 

73 

64 

Texas  (n  =  18) 

72 

22 

All  (n  =  67)  82  48 

On  average,  only  about  half  of  the  case  study  agencies  serve  Medicare  beneficiaries  enrolled  in  a 

managed  care  plan.  This  average,  however,  masks  considerable  cross-state  variation.  The  percentage  of 

agencies  serving  Medicare  enrollees  was  highest  in  California,  at  72  percent.  Florida,  Illinois,  and 

Massachusetts  trailed  California,  with  60  to  64  percent  of  agencies  in  those  states  serving  managed  care 

enrollees.  Texas  was  considerably  lower,  at  22  percent. 

Of  the  four  rural  agencies  that  did  have  Medicare  managed  care  in  their  areas,  only  one  site  was 

actually  serving  Medicare  enrollees. 

b.    Experiences  under  Managed  Care 

During  each  site  visit,  we  asked  whether  the  provision  of  home  health  care  differs  for  managed  care 
versus  fee-for-service  patients  in  the  community  served  by  the  case  study  agency.  The  answer  was 
invariably  yes.  Differences  in  the  number  of  visits,  type  of  visits,  amount  of  paperwork  and  level  of 
flexibility  were  all  routinely  mentioned. 

The  managed  care  plan  (rather  than  the  agency)  is  responsible  for  coordinating  care  for  the  patient, 
and  many  agency  staff  expressed  the  view  that,  because  utilization  is  strictly  controlled  by  the  plan,  the 

62 


agency's  ability  to  deliver  quality  care  is  restricted.  Twenty-seven  agencies  reported  delivering  fewer  visits 
under  managed  care  contracts  (see  Case  Note  III.  4).  The  differences  were  sometimes  extreme,  with 
agencies  reporting  as  much  as  a  90  percent  reduction  in  the  number  of  visits  provided  for  managed  care 
patients.  Home  health  aide  visits  are  often  reduced;  eight  agencies  mentioned  difficulties  in  getting  aide 
visits  authorized.  Agency  staff  report  that  managed  care  plans  often  do  not  consider  the  lack  of  social 
supports  for  the  patient  and  fail  to  authorize  needed  home  health  aide  visits  for  patients  who  do  not  have 
any  family  or  friends  to  provide  care.  Case  study  agency  staff  also  viewed  reductions  in  home  health  visits 
as  problematic  because  some  managed  care  cases  are  more  clinically  unstable  and  complex,  since  these 
patients  leave  the  hospital  earlier  than  fee-for-service  patients.  Several  agency  staff  nurses  reported 
difficulties  securing  care  for  managed  care  patients  that  they  felt  were  too  sick  to  have  been  discharged 
from  the  hospital. 

In  addition  to  home  health  staff  becoming  advocates  for  patients,  case  study  agencies  reported  two 
types  of  responses  to  what  they  viewed  as  the  shortcomings  of  managed  care.  A  number  reported 
providing  "free"  visits  to  those  patients  for  whom  the  managed  care  plan  would  no  longer  authorize  visits 
when  the  agency  saw  the  reduction  in  visits  as  a  threat  to  the  patient's  health.  While  such  free  visits  may 
be  possible  with  a  relatively  low  volume  of  managed  care  patients,  this  practice  would  become  increasingly 
costly  with  growth  in  that  volume.  Other  home  health  agencies  reported  trying  to  educate  plan 
representatives  about  how  home  health  care  could  be  cost  effective  and  still  meet  patient  needs  (see  Case 
Note  HI.4,  Agency  A).  One  agency  executive  took  the  administrator  of  one  of  its  managed  care  plans  on 
a  day  of  visits  to  demonstrate  the  types  of  care  the  agency  had  found  cost  effective.  Others  agencies  are 
building  data  systems  to  demonstrate  cost  effectiveness. 

A  number  of  agencies  mentioned  that  the  managed  care  plans  required  more  paperwork  than  other 
payers  (see,  for  example,  Case  Note  HI. 4,  Agency  C).  Repeated  authorizations  are  often  required  for  the 
same  episode  of  care,  and  sometimes,  each  home  health  visit  must  be  separately  authorized.  Not  only  is 
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CASE  NOTE  HI  4 

MANAGED  CARE  EXPERIENCES  AMONG  CASE  STUDY  AGENCIES 


Agency  A:  Initially,  the  nurses  felt  like  they  were  policing  care  for  the  HMOs.  What  HMOs  were 
allowing  for  services  is  different  and  very  tightly  managed.  But  our  nurses  have  now  learned  how  to 
advocate  for  the  patient,  and  the  relationships  between  our  nurses  and  managed  care  firms  are  now  fine. 
Managed  care  companies  are  very  knowledgeable  and  very  open—for  example,  some  will  let  us  do  a 
home  assessment  visits  for  all  clients,  not  just  acutely  ill  ones.  But  we  need  to  show  that  this  is  cost 
effective,  so  we  need  to  measure  it.  Also,  we  don't  skimp  on  quality  for  managed  care  patients.  We 
are  learning  to  be  more  efficient  as  the  result  of  managed  care.  But  we're  told  that  even  if  they  say  no 
more  money,  we  are  still  to  give  care  if  we  think  we  should. 

Agency  B:  There  are  still  some  differences  in  care,  but  it  is  becoming  less  pronounced  over  time. 
Physician  practices  are  so  driven  by  HMO  practices  that  they  prescribe  minimal  visits  for  fee-for-service 
Medicare  patients  too.  Two  to  three  years  ago,  we  were  giving  33  visits  per  Medicare  beneficiary. 
Then  HMOs  moved  in.  Average  is  now  between  6  and  9  visits.  There  are  now  a  large  number  of 
people  coming  home  from  the  hospital  unstable.  We've  seen  a  substantial  increase  in  those  who  have 
to  go  back  to  the  hospital  after  admission  to  home  health  care.  One  was  discharged  with  full-blown 
pneumonia.  And  HMOs  will  not  pay  for  aides.  They  have  not  figured  out  that  they  are  the  cheapest 
type  of  care. 

Agency  C:  We  have  different  staff  serving  managed  care  patients.  Managed  care  is  a  new  paradigm 
that  is  more  stressful.  The  managed  care  nurses  have  to  do  more  paperwork  than  Medicare  because 
they  have  to  get  frequent  authorizations  to  do  one  or  two  visits  more.  That  tends  to  be  all  they  [managed 
care  plans]  will  authorize  at  a  time.  The  paperwork  differs  by  plan,  so  it  is  hard  to  keep  up  with.  As 
soon  as  there  is  a  vacancy  among  the  Medicare  staff  positions,  one  of  the  managed  care  staff  jump  to 
take  it. 
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the  time  that  staff  must  spend  on  these  "administrative  issues"  costly,  but  several  agencies  noted  that 
working  with  managed  care  contracts  required  staff  who  were  able  to  be  proactive  and  advocate  for  their 
patients  (see  Case  Note  EH4,  Agency  A)~a  skill  that  has  not  always  been  fostered  in  home  health  nurses. 
Moreover,  the  billing  process  for  managed  care  patients  is  more  complex  than  that  for  patients  of  other 
payers.  Several  agencies  mentioned  hiring  special  billing  staff  to  work  only  with  managed  care  patients, 
in  part  because  of  the  complexity  of  the  paperwork. 

Data  systems,  and  information  sharing  more  generally,  was  another  concern  mentioned  by  some  of 
the  case  study  agencies  with  respect  to  managed  care.  Their  lack  of  current  information  can  sometimes 
hamper  agencies'  ability  to  negotiate  effectively  with  managed  care  organizations.  Agencies  are  starting 
to  build  up  the  information  they  need  to  monitor  their  own  costs  and  efficiency.  Building  the  appropriate 
information  systems  can  also  be  costly,  though.  A  second  problem  is  information  flow  in  the  other 
direction;  some  agencies  mentioned  that  managed  care  plans  expect  a  discounted  rate  for  services  but  will 
not  share  information  about  the  case  mix  of  their  patient  base. 

Agency  experiences  under  managed  care  thus  far  indicate  that  visits  per  episode  are  being  decreased 
and  that  agency  costs  related  to  staff  time  on  administrative  tasks,  billing,  and  data  systems  are  increasing. 
The  extent  to  which  these  changes  influence  nonmanaged  care  patients  and  costs  will  be  an  important  issue 
to  consider  in  this  demonstration.  Some  agencies  are  setting  up  separate  units  to  handle  their  managed  care 
patients  as  a  way  of  managing  their  costs  (see  Case  Note  IH.4,  Agency  C).  Others  find  the  levels  of  care 
being  reduced  for  all  patients  as  a  result  of  changes  in  practice  patterns  (see  Case  Note  IH.4,  Agency  B). 

C.  GROWTH 

Growth  in  the  home  health  industry  is  an  important  environmental  factor  because  agencies  may  find 
it  easier  to  reduce  visits  per  episode  if  the  volume  of  patients  is  growing.  In  the  absence  of  growth, 
agencies  are  more  likely  to  suffer  losses  in  economies  of  scale  as  they  reduce  visits  per  episode. 


65 


Although  80  percent  of  case  study  agencies  reported  initiatives  to  expand  or  maintain  their  markets 
(see  Chapter  VI),  they  do  not  necessarily  expect  these  efforts  to  result  in  volume  growth.  When  we  visited 
them  three  to  six  months  after  each  had  begun  demonstration  operations,  only  about  half  of  the  67  agencies 
reported  that  they  expected  to  grow  dunng  the  three-year  demonstration  period  (growth  is  measured  in 
terms  of  volume  of  visits  rendered).  On  average,  the  agencies  that  anticipated  growth  expected  to  grow 
about  nine  percent  annually.  Another  20  percent  of  the  agencies  expected  that  their  visit  volume  would 
remain  unchanged  during  that  period,  and  about  1 5  percent  of  the  agencies  expected  that  the  volume  of 
visits  they  rendered  would  shrink  during  the  demonstration  period,  with  an  average  expected  reduction  of 
about  8  percent  annually.4 

1.    Factors  Limiting  Growth  in  Volume  of  Visits 

Most  case  study  agencies  (85  percent)  reported  the  presence  of  factors  that  limit  their  ability  to  grow. 
The  factors  listed  in  Table  HI.  4  were  named  by  two  or  more  agencies. 

As  Table  HI.4  indicates,  competition  from  other  agencies  was  by  far  the  most  important  factor  limiting 
growth,  followed  by  the  expanding  role  of  managed  care,  lack  of  working  capital,  and  lack  of  sufficient 
staff.   These  major  factors  limiting  growth  are  discussed  in  turn  here. 

a.  Competition 

Competition  from  other  agencies  for  patient  referrals,  the  factor  most  often  cited  as  limiting  growth- 
was  named  by  over  half  of  the  case  study  agencies.  As  discussed  earlier,  the  continued  entry  of  new  home 
health  agencies  into  the  market  and  agencies  "cutting  deals"  with  referral  sources  makes  it  difficult  for 
agencies  to  secure  a  referral  stream. 


4Other  agencies  felt  that  there  was  too  much  uncertainty  for  them  to  predict  visit  volume  over  the  next 
three  years,  or  agency  staff  disagreed  over  whether  the  agency  would  grow  or  shrink. 
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b.  Managed  Care 

As  Table  HI.  4  indicates,  almost  a  third  of  the  agencies  reported  that  an  expansion  of  managed  care 
in  their  communities  limited  their  ability  to  grow.  Managed  care  can  affect  agency  growth  in  various  ways, 
depending  on  the  agency's  situation.  First,  an  agency's  referrals  can  drop  precipitously  if  a  managed  care 
organization  purchases  a  hospital  that  has  been  a  major  referral  source,  since  the  hospital  is  likely  to 
establish  or  purchase  its  own  home  health  agency.  5  Several  of  the  demonstration  agencies  have  been  put 
in  this  position  with  the  purchase  of  local  hospitals  by  Columbia  HCA,  a  very  large  national  health  care 
system.  On  the  other  hand,  an  agency's  total  volume  of  visits  can  increase  under  managed  care  if  it  (or  an 
affiliated  hospital)  obtains  managed  care  contracts  and  additional  referrals  through  those  contracts. 
Second,  under  managed  care  volume  can  fluctuate  dramatically  for  reasons  that  have  nothing  to  do  with 
a  home  health  agency's  performance  and  over  which  it  has  no  control.  As  one  agency  executive  put  it,  "If 
there  is  something  they  don't  like  about  the  contract  (for  example,  the  intensive  care  unit  rate  at  the 
hospital),  then  they  move  the  whole  contract,  and  we  loose  10  percent  of  our  caseload  overnight."  Third, 
physicians  who  serve  managed  care  patients  may  also  reduce  the  number  of  visits  for  fee-for-service 
patients,  rather  than  maintaining  two  methods  of  practice—one  for  fee-for-service  and  one  for  managed  care 
patients. 

c.  Lack  of  Capital 

About  a  quarter  of  case  study  agencies  noted  that  a  lack  of  working  capital  limits  their  ability  to 
develop  new  programs  and  services  and  that  the  Medicare  cost-reimbursement  system  makes  it  difficult 
for  them  to  obtain  working  capital.  One  executive  commented,  "Capital  is  our  major  problem.  We  have 
great  ideas,  we  just  don't  have  the  money  to  make  them  work."  Some  agencies  note  that  because  they 


5At  the  time  of  most  of  our  site  visits,  HCFA  had  not  yet  taken  a  position  on  the  appropriateness  of 
referral  by  a  physician  on  a  hospital  staff  to  the  hospital's  home  health  agency. 
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generate  no  profit  or  surplus  under  Medicare  home  health  care,  some  bankers  are  reluctant  to  lend  them 
money,  figuring  the  agency  has  less  ability  to  repay  a  loan. 

Lack  of  capital  is  not  a  new  problem,  but  raising  capital  may  be  more  difficult  now.  Managed  care 
has  made  it  more  difficult  to  generate  a  profit  or  surplus  from  non-Medicare  business  since  the  rates  paid 
by  managed  care  organizations  are  often  low,  sometimes  even  lower  than  the  agency's  cost.  In  addition, 
a  few  nonprofit  agencies  commented  that  it  is  becoming  more  difficult  to  raise  endowment  funds  because 
funding  sources  are  stressed  by  many  demands. 

d.    Lack  of  Staff 

About  20  percent  of  case  study  agencies  reported  a  variety  of  ways  that  a  lack  of  staff  could  limit 
growth.  Several  agencies  mentioned  the  difficulty  of  recruiting  physical,  occupational,  or  speech  therapists. 
An  executive  at  a  Massachusetts  agency  called  therapists  "a  scarce  commodity."  She  reported  that  while 
there  was  little  delay  in  providing  rehabilitation  services  at  her  agency  (due  in  part  to  its  relying  on 
rehabilitation  nurses),  the  wait  was  7  to  1 4  days  at  many  other  agencies  in  the  communities  served  by  her 
agency.  The  scarcity  of  therapists  also  suggests  that  some  agencies  hoping  to  foster  patient  independence 
and  reduce  the  need  for  Medicare  visits  may  find  this  policy  difficult  to  implement.  Agencies  also  reported 
difficulty  in  obtaining  highly  qualified  clinical  staff  amd  managerial  staff.  Finally,  one  agency  reported 
restrictions  on  hiring  that  resulted  from  an  organization-wide  hiring  restriction  in  the  hospital  in  which  the 
agency  was  based.  Because  the  hospital  was  shrinking,  no  department  of  the  hospital  (including  the  home 
health  agency)  was  permitted  to  add  staff. 

2.     Desire  to  Limit  Growth 

We  also  asked  case  study  agencies  whether  there  were  any  internal  or  external  factors  which  made 
them  want  to  limit  their  agency's  growth.  Just  over  40  percent  of  the  case  study  reported  the  presence  of 
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such  factors.  These  pertain  to  finance  (reported  by  12  agencies),  management  (6  agencies),  quality  of  care 
(6  agencies),  and  stress  on  agency  staff  (4  agencies). 

In  responding  to  our  question  on  the  desirability  of  limiting  growth,  one  agency  executive  spoke  from 
a  broader  perspective.  Her  agency  had  recently  joined  with  two  other  agencies  in  a  horizontal  integration 
under  a  single  corporate  umbrella  She  felt  that  this  growth  was  detrimental  to  community  care.  (See  Case 
Note  ffl.  5.) 

CASE  NOTE  IH  5 

EFFECT  OF  CENTRALIZED  MANAGEMENT  ON  COMMUNITY  CARE 

We  are  losing  something  in  home  care.  It  used  to  be  nice  to  work  together.  But  now  the  stress  from 
the  pace  is  overwhelming  everyone— and  where  is  it  all  going?  We're  getting  bigger  and  bigger,  but  it 
is  taking  away  from  the  community.  Why  do  we  need  a  corporate  headquarters  in  [major  city]9  We 
need  high  visibility  here  [local  community]  and  to  know  our  community.  But  we  are  losing  control  out 
here,  and  I  think  we  are  going  to  lose  a  lot  of  the  good  aspects  of  community  care  in  the  process.  The 
community  is  being  left  out. 

a.  Finance 

Several  agencies  citing  financial  considerations  as  a  reason  for  wanting  to  limit  growth  noted  that  they 
did  not  want  additional  visits  from  specific  payment  sources  because  the  revenue  on  these  visits  would  not 
cover  their  costs  or  would  not  allow  them  to  generate  a  profit.  These  agencies  were  avoiding  expansion 
in  their  Medicaid,  managed  care,  and  Medicare  (cost-reimbursed)  services.  One  executive  made  the  point 
this  way:  "The  Medicaid  payer  source  is  not  where  we  want  to  grow  because  they  pay  only  50  percent  of 
cost." 

A  few  agencies  were  in  financial  distress  and  did  not  want  to  grow  until  they  had  their  financial  houses 
in  order.  Two  of  these  agencies  have  been  embroiled  in  disputes  with  their  predemonstration  fiscal 
intermediaries,  and  two  complained  about  delays  in  reimbursement  under  the  demonstration  that  made  it 
difficult  for  them  to  meet  payrolls. 
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Finally,  two  agencies  noted  that  growth  drove  up  their  per-visit  costs.  In  one  case,  growth  was 
associated  with  geographic  expansion  and  increased  travel  costs.  In  the  other,  growth  was  associated  with 
additional  marketing  to  hospitals  in  a  nearby  metropolitan  area,  materially  increasing  the  agency's  overhead 
costs. 

b.    Management,  Quality  of  Care,  and  Stress  on  Staff 

Several  agencies  citing  management  as  a  reason  to  limit  growth  in  volume  of  visits  rendered  were 
concerned  generally  about  their  ability  to  grow  in  a  systematic  way,  avoiding  what  one  executive  called 
"helter-skelter1'  growth.  The  executive  of  one  agency  noted  that  it  had  recently  ceased  marketing  in  some 
areas  in  order  to  reestablish  control  over  branch  offices  where  it  had  experienced  turnover  in  clinical 
leadership  and  variability  in  practice  patterns  (specifically  in  the  aide  visits  rendered  per  case). 

Some  case  study  agencies  were  concerned  that  growth  would  impede  quality  if  existing  staff  were 
spread  too  thinly  or  if  they  could  not  recruit  qualified  staff  in  a  timely  way.  (As  mentioned  earlier,  more 
than  1 0  percent  of  case  study  agencies  noted  that  lack  of  qualified  staff  was  a  barrier  to  their  growth. )  Both 
nonprofit  and  for-profit  agencies  mentioned  their  concern  about  maintaining  quality  as  a  factor  limiting 
their  desire  to  grow. 

The  executives  of  some  case  study  agencies  report  wishing  to  limit  growth  because  of  the  stress  it 
places  on  staff  at  all  levels.  Staff  at  some  of  these  agencies  seemed  already  to  be  stressed  by  factors  other 
than  growth:  affiliating  with  other  agencies  in  the  metropolitan  area,  changing  the  provider  of  management 
services,  reducing  visits  under  managed  care,  and  trying  to  meet  the  needs  of  Medicaid  patients  for  whom 
the  state  would  authorize  only  a  limited  number  of  visits.  Executives  in  these  agencies  were  anxious  to 
not  place  additional  stress  on  their  staffs. 
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IV.  DEMONSTRATION  PARTICIPATION 


Study  of  demonstration  participation  is  important  for  two  reasons.  First,  understanding  why  Medicare 
home  health  agencies  chose  to  participate  in  the  demonstration  and  what  they  viewed  as  the  advantages 
and  disadvantages  of  doing  so  should  provide  useful  insights  for  designing  an  ongoing  national  program 
of  per-episode  prospective  payment.  A  better  understanding  of  the  agency  decision-making  process  may 
also  be  helpful  in  implementing  other  policies  affecting  Medicare  home  health  care.  Second,  to  assess 
whether  the  results  of  the  demonstration  and  evaluation  are  generalizable,  it  is  important  to  understand 
whether  (and  how)  participating  agencies  differ  from  eligible  agencies  that  chose  not  to  participate. 

In  this  chapter,  we  draw  on  site  visits  to  the  participating  agencies  in  the  case  study  and  on  brief 
telephone  interviews  with  a  small  sample  of  eligible,  nonparticipating  agencies  to  describe  the  decision  to 
participate  and  compare  how  participating  and  nonparticipating  agencies  perceived  the  advantages  and 
disadvantages  of  demonstration  participation.  In  a  later  report,  which  will  draw  on  cost  report  and  claims 
data  for  large  samples  of  eligible  nonparticipating  (and  participating)  agencies,  we  will  use  statistical 
analysis  to  compare  and  contrast  the  characteristics  of  participating  and  nonparticipating  agencies. 

A.   THE  DECISION  TO  PARTICIPATE 

The  case  study  agencies  learned  about  the  per-episode  demonstration  in  a  variety  of  ways. 
Executives  of  some  agencies  were  interested  in  prospective  payment  long  before  the  demonstration  began. 
Some  of  these  had  been  active  in  home  health  industry  forums  seeking  an  alternative  to  cost 
reimbursement.  Other  agencies  were  affiliated  with  agencies  that  had  participated  in  the  per-visit 
demonstration  or  had  themselves  participated  as  a  control  agency.  Some  demonstration  agencies  learned 
about  the  per-episode  demonstration  only  when  they  received  a  letter  from  Abt  Associates  inviting  them 
to  participate  or  saw  an  announcement  of  the  demonstration  in  an  industry  newsletter.  Almost  three- 
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quarters  of  the  demonstration  agencies  reported  having  some  knowledge  of  the  per-visit  demonstranon 
when  making  a  decision. 

Only  5  of  the  67  case  study  agencies  reported  difficulty  in  getting  the  information  they  felt  they  needed 
at  the  time  to  make  a  decision  about  participating  in  the  demonstration.  One  of  these  reported  that,  while 
what  was  expected  of  agencies  in  the  treatment  group  was  made  clear,  what  was  expected  of  control 
agencies  was  not.  Several  agencies,  however,  reported  that  issues  later  arose  that  they  did  not  know 
enough  about  to  frame  a  question  at  the  time  they  were  making  a  decision  or  for  which  information  may 
not  have  been  not  available  at  that  time. 

The  agency  director  was  involved  in  the  decision  to  participate  in  almost  90  percent  of  the  case  study 
agencies.  All  agencies  in  which  the  director  was  not  involved  are  members  of  for-profit  or  nonprofit 
chains.  Involvement  of  the  director  does  not  appear  to  depend  on  the  director's  characteristics. 

While  the  agency  director  usually  was  involved,  he  or  she  did  not  necessarily  have  the  final  say  about 
participation.  About  45  percent  of  case  study  agencies  reported  that  an  affiliated  agency  was  involved  in 
the  decision  to  participate.  In  hospital-based  agencies  and  chain  members,  the  hospital  or  corporate 
executives  often  made  the  decision.  Sometimes,  agency  directors  had  to  "sell  participation  to  hospital  or 
chain  management."  Case  Note  IV.  1  describes  the  decision-making  process  at  a  hospital-based  agency 
and  an  agency  that  is  a  member  of  a  chain. 

CASE  NOTE  IV.  1 

THOSE  INVOLVED  IN  THE  DECISION  TO  PARTICIPATE  IN 
AGENCIES  WITH  AFFILIATES 

Hospital-Based  Agency:  The  CEO  of  the  hospital  had  the  final  say;  it  did  not  require  board  approval  from 
the  hospital.  The  hospital  chief  financial  officer  (CFO)  was  also  instrumental  in  the  decision.  The  CFO  seems 
to  be  the  person  in  the  hospital  management  that  works  most  closely  with  the  agency,  even  though  the  agency 
CEO  reports  directly  to  the  hospital  CEO. 

Chain  Member  Agency:  The  agency  director  was  consulted.  Corporate  management  for  home  care  attended 
the  initial  meetings  about  the  demonstration  and  made  a  presentation  to  the  corporate  vice  presidents  and 
president.  They  are  very  supportive  of  this  effort. 
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Additional  actors  involved  in  the  decision  to  participate  varied  by  agency.  About  60  percent  of  the 
case  study  agencies  reported  that  senior  agency  staff,  often  including  the  chief  financial  officer  and  director 
of  nursing,  were  involved  in  the  decision  to  participate.  The  agency  board  was  involved  in  the  decision  in 
about  a  third  of  the  agencies.  Most  of  the  agencies  in  which  a  board  was  involved  were  nonprofit  agencies, 
but  a  few  were  small,  for-profit  agencies.  Clinical  supervisory  staff  and  visiting  staff  were  very  seldom 
involved  in  the  decision  to  participate;  only  two  agencies  reported  that  clinical  supervisory  or  visiting  staff 
were  involved. 

The  decision-making  process  regarding  demonstration  participation  holds  no  surprises.  Agency 
directors  or  executives  of  parent  organizations,  in  consultation  with  senior  staff  of  the  agency  and  parent 
organization,  made  the  decision  about  participation. 

B.    OBJECTIVES  FOR  DEMONSTRATION  PARTICIPATION 

Agencies  hoped  to  accomplish  a  variety  of  objectives  in  participating  in  the  per-episode  prospective 
payment  demonstration.  Case  Note  IV.  2  illustrates  the  variety  of  objectives  that  prevailed  among  the  case 
study  agencies. 


CASE  NOTE  rV.2 

OBJECTIVES  IN  PARTICIPATING  IN  THE  DEMONSTRATION 

Agency  A:  We  saw  the  prospective  pay  demonstration  as  an  opportunity  to  "get  out  of  the  box."  With 
managed  care  programs,  we  will  not  have  a  volume  of  patients,  but  the  demonstration  gives  us  a  volume 
of  patients.  Staff  are  comfortable  planning  care  as  they  have  in  the  past.  Now  we  are  asking  them  to 
use  their  professional  judgment  so  as  to  efficiently  use  resources.  The  demonstration  is  a  tool  for  the 
administration  to  shore  up  the  accountability  of  the  staff.  Also,  whether  we  show  that  it  works  or  not, 
we  will  be  making  a  contribution.  Direct  care  staff  can  feel  good  about  that.  They  are  being  made 
uncomfortable,  but  they  are  a  part  of  something  important. 

Agency  B:  Getting  data  was  a  big  draw  for  us;  we  know  we  would  get  the  data  regardless,  whether 
we  were  in  the  control  group  or  not,  and  that  was  a  big  plus.  We  really  are  interested  in  the  clinical 
outcomes  data  And,  we  wanted  to  see  what  types  of  patients  we  are  seeing.  We  also  wanted  to  learn 
about  prospective  payment  and  managed  care  in  a  proactive  way,  rather  than  to  wait  it  out  and  see  what 
came  from  Congress.  And  in  the  demonstration,  you  get  support  to  help  gear  up  to  do  things— like  the 
billing-that  one  won't  get  in  a  national  system.  Being  able  to  share  in  the  surplus  is  a  real  positive,  too. 
We've  been  so  cost-conscious  for  years,  but  haven't  been  able  to  show  anything  for  it. 
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Table  IV.  1  indicates  the  percentages  of  case  study  agencies  reporting  various  objectives  for 
participating  in  the  demonstration.  Next,  we  discuss  the  most  important  agency  objectives—those  that  at 
least  10  percent  of  case  study  agencies  reported  they  hoped  to  accomplish  by  participating. 


TABLE  IV.  1 

OBJECTIVES  FOR  DEMONSTRATION  PARTICIPATION 


Case  Study  Agencies  (  n  =  67) 

Objective 

Number 

Percent 

Learning  and  Experience 

62 

92 

Leam  about  prospective  payment  systems 

57 

85 

Try  managed  care  environment  with  little  risk 

33 

49 

Raise  cost  consciousness 

23 

34 

Generate  Profits  (Surplus) 

37 

55 

Obtain  Patient  Outcomes  and  Case-Mix  Data 

13 

19 

Obtain  Greater  Flexibility  in  Patient  Care 

12 

18 

Change  Fiscal  Intermediary 

10 

15 

Influence  Future  National  Payment  System 

7 

10 

Protection  from  Other  Health  Care  Reform  Initiatives 

5 

7 

Other 

5 

7 

1.    Learning  and  Experience 

One  of  the  most  significant  reasons  for  agency  participation  was  the  opportunity  for  the  agency  and 
its  staff  to  learn  about,  and  gain  experience  in,  operating  under  payment  systems  other  than  cost- 
reimbursement.  Over  90  percent  of  the  case  study  agencies  (both  treatment  and  control)  reported  that  they 
hoped  to  learn  about  per-episode  prospective  payment  by  participating  in  the  demonstration.  More  than 
three-quarters  of  the  case  study  agencies  reported  that  such  learning  was  one  of  their  three  most  important 
objectives  in  participating.  One  executive  noted,  "I  was  so  excited  about  this  demonstration.  I  saw  it  as 
an  opportunity  to  get  ahead  of  the  learning  curve."  Others  mentioned  that  the  demonstration  offered  an 
opportunity  to  get  ahead  of  competing  agencies  in  learning  about  prospective  payment. 
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The  lessened  financial  risk,  coupled  with  this  learning  experience,  was  also  an  important  draw.  More 
than  half  of  the  case  study  agencies  noted  that  the  loss-sharing  provisions  were  a  significant  advantage  to 
participation.  Many  of  these  mentioned  that  loss  sharing  made  them  very  willing  to  participate. 

About  half  of  the  case  study  agencies  saw  the  demonstration  as  an  opportunity  to  try  working  in  an 
environment  like  that  of  managed  care  with  little  risk  of  financial  losses  (due  to  the  demonstration's  loss- 
sharing  provisions)  and  with  assistance  from  the  demonstration  contractors.  Although  differing  in  other 
ways,  per-episode  prospective  payment  and  managed  care  share  the  same  central  incentive:  to  reduce  the 
number  of  visits.  Indeed,  one  agency  executive  noted,  "We  view  PPS  [prospective  payment  system]  as 
a  form  of  managed  care."  Even  some  agencies  that  were  already  serving  a  substantial  number  of  managed 
care  patients  viewed  the  demonstration  as  an  opportunity  to  equalize  their  business,  so  that  practice 
patterns  in  their  traditional  Medicare  business  could  more  closely  resemble  those  of  their  managed  care 
business  and  so  their  staff  were  not  working  under  two  paradigms  or  forced  to  "straddle  the  fence." 
Support  from  Abt  Associates  and  from  other  organizations  involved  in  the  demonstration  was  described 
as  providing  a  tutorial  environment  in  which  to  learn  the  problems  and  advantages  of  prospective  payment. 

Finally,  more  than  a  third  of  the  executives  of  case  study  agencies  reported  that  they  sought  to  use  the 
demonstration  as  a  way  to  raise  the  cost  consciousness  of  agency  staff.  One  executive  described  this 
consciousness  raising  as  "turning  the  ship"  from  the  incentives  of  cost  reimbursement  to  those  of 
prospective  payment  and  noted  that  this  process  will  take  time. 

2.  Profits 

More  than  half  of  the  case  study  agencies  (38  agencies)  indicated  that  one  of  their  objectives  in 
participating  in  the  demonstration  was  to  generate  a  profit  (or  surplus).  Generating  a  profit  was  also  one 
of  the  three  most  important  objectives  for  32  of  these  38  agencies,  or  nearly  half  of  all  case  study  agencies. 

Generating  a  profit  was  an  important  objective  to  nonprofit,  as  well  as  for-profit,  agencies  and  to 
hospital-based,  as  well  as  freestanding  agencies.  About  40  percent  of  the  32  agencies  for  which  profits 
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were  an  important  objective  were  freestanding  nonprofit  agencies.  Another  40  percent  were  freestanding 
proprietary  agencies,  and  the  rest  were  hospital-based  agencies.  In  addition,  45  percent  of  the  freestanding 
nonprofit  agencies,  48  percent  of  freestanding  proprietary  agencies,  and  54  percent  of  the  hospital-based 
agencies  reported  that  profits  were  one  of  their  three  most  important  objectives  in  participating  in  the 
demonstration. 

A  few  agencies  explained  what  they  hoped  to  do  with  any  profits.  They  mentioned  wanting  to  reinvest 
them  in  their  agency  (for  example,  to  develop  new  programs),  generate  funds  to  support  chanty  care,  and 
improve  their  ability  to  borrow. 

3.    Additional  Objectives 

As  Table  IV.  1  indicates,  learning  about  prospective  payment,  gaining  experience  with  implementing 
it,  and  generating  a  profit  were  by  far  the  most  common  objectives  of  participating  in  the  demonstration. 
However,  nontnvial  minorities  (between  10  and  20  percent)  of  case  study  agencies  reported  other 
objectives. 

a.    Obtain  Patient  Data 

Slightly  less  than  20  percent  of  case  study  agencies  reported  that  one  of  their  objectives  in 
participating  in  the  demonstration  was  to  obtain  patient  data.  While  a  few  mentioned  wanting  case-mix 
data,  most  of  these  were  interested  in  obtaining  patient  outcome  data  from  the  quality  assurance  component 
of  the  demonstration.  Some  of  these  agencies  noted  that  the  quality  assurance  contractor  had  a  good 
reputation  and  that  the  opportunity  to  use  OASIS  had  been  a  real  draw  to  the  study.  (The  demonstration 
quality  assurance  process  uses  a  revised  version  of  OASIS.)  One  executive  noted  that  her  agency  had  long 
been  interested  in  patient  outcomes  and  that  having  outcome  measures  that  had  been  validated  and  tested 
was  better  than  developing  them  internally.  In  addition  to  using  the  patient  outcomes  data  internally  to 
improve  the  quality  of  care,  agencies  wanted  to  use  it  in  meeting  the  requirements  of  Joint  Commission 
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for  Accreditation  of  Health  Organizations 1  (JCAHO)  and  marketing  their  services  to  managed  care 
organizations.  Several  also  mentioned  the  appeal  of  using  the  quality  assurance  instrument  before  it  was 
implemented  nationally  and,  thus,  getting  an  opportunity  to  work  out  the  kinks. 

b.  Flexibility  in  Patient  Care 

Slightly  less  than  20  percent  of  case  study  agencies  reported  that  one  of  their  objectives  in 
participating  in  the  demonstration  was  to  obtain  greater  flexibility  in  patient  care.  Some  of  these  were 
looking  forward  to  reduced  government  oversight  under  prospective  payment.  For  example,  the  executive 
of  one  agency  complained  that  government  "micromanaged"  home  health  care  and  that  government 
oversight  of  home  health  care  was  out  of  proportion  to  its  oversight  of  other  Medicare  services.  Other 
agencies  felt  that  meeting  regulations  sometimes  required  them  to  follow  a  "convoluted  path"  to  patient 
care.  A  few  of  these  were  planning  to  implement  specific  practices  (such  as  telemedicine)  not  currently 
covered  under  Medicare  cost-reimbursement  procedures. 

In  a  separate  question,  we  asked  case  study  agencies  in  the  treatment  group  whether  they  perceived 
themselves  as  having  more  flexibility  in  providing  patient  care,  since  medical  review  was  relaxed  in  the 
demonstration.  Most  indicated  they  had  not  given  this  issue  any  thought;  the  rest  were  about  evenly 
divided  between  those  who  believed  that  flexibility  in  patient  care  was  enhanced  in  the  demonstration  and 
those  that  believed  it  was  unchanged  (relative  to  cost  reimbursement).  Case  Note  IV.  3  presents  varying 
opinions  on  this  issue. 

c.  Change  Fiscal  Intermediary 

About  1 5  percent  of  case  study  agencies  reported  that  one  of  their  objectives  in  participating  in  the 
demonstration  was  to  change  fiscal  intermediary  (FI),  and  about  half  of  these  described  changing  FI  as  one 
of  their  most  important  objectives.  Nine  agencies  described  their  relationship  with  their  former  FI  as 
negative  or  adversarial.  In  addition  to  a  negative  relationship  with  a  former  FI,  there  was  a  leaning  toward 
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CASE  NOTE  IV.  3 

VARYING  OPINIONS  ON  ENHANCEMENT  OF  FLEXIBILITY  OF  PATIENT  CARE 


Agency  A:  We  are  not  really  aware  of  any  new  flexibility.  We  really  don't  see  ourselves  as  doing 
anything  drastically  different  than  before.  The  only  change  may  be  in  skilled  management.  Are  we 
really  providing  skilled  care— would  these  people  really  go  downhill  if  we  left  the  patient?  Could  Senior 
Services  take  care  of  this  patient?  Some  of  them  are  very  fragile,  and  our  case  management  is  keeping 
them  out  of  the  hospital.  But  others  may  just  be  maintenance  patients-not  really  ones  who  would  slip 
backwards. 

Agency  B:  I  don't  have  the  foggiest  idea  of  how  we  can  be  more  flexible.  Do  you  see  it?  We  can't  see 
it.  We  do  what  we  can,  and  we  got  someone  to  analyze  our  care.  But  we  need  to  have  something  to 
base  our  changes  on~something  that  tells  me  about  the  process  of  care  that  I  can  see  will  work  and  will 
change  things. 

Agency  C:  Flexibility  is  marketing  advantage.  If  doctor  wants  BID  [twice  a  day]  aide  care  for  a  week, 
we  do  not  have  to  argue  with  him.  For  short-term  care,  this  is  much  better.  Under  cost  reimbursement, 
if  we  give  BID  aide  care,  the  case  would  get  picked  for  focused  medical  review.  So  we  would  have  to 
get  corporate  approval.  Under  per-episode  payment,  nurses  can  determine  what  is  needed  without 
bureaucrats  deciding.  Also,  we  can  more  easily  get  a  dietitian  there  if  needed.  Under  cost 
reimbursement,  we  cannot  bill  for  that.  With  daily  care,  we  can  accomplish  teaching  faster,  if  the 
patients  are  emononally  ready. 

Agency  D:  A  lot  of  flexibility.  Up  to  now,  we've  had  none.  Now  it's  a  possibility.  We  no  longer  have 
to  worry  about  how  we  want  to  put  aides  in.  If  we  want  to  put  more  intensive  care  up  front  if  we  think 
it  will  be  more  effective,  we  can  make  the  delivery  of  care  "smarter." 
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Palmetto  Government  Benefits  Administration  (PGBA).  Many  agencies  reported  being  impressed  with 
PGBA  at  the  orientation  session  on  the  demonstration  and  thus  more  receptive  to  participation. 

There  does  not  appear  to  be  a  pattern  associated  with  seeking  to  change  FI.  The  agencies  that 
reported  seeking  to  do  so  varied  by  size  and  type,  and  they  were  formerly  served  by  several  different  FIs. 

d.  Influence  Reform 

About  10  percent  of  demonstration  agencies  reported  that  one  of  their  objectives  in  participating  in 
the  demonstration  was  to  have  an  opportunity  to  influence  a  national  payment  system  for  Medicare  home 
health  care.  In  addition  to  influencing  policy  in  general,  some  agencies  had  special  agendas.  These 
included  securing  a  role  for  rural  agencies  in  policy  formulation,  demonstrating  that  for-profit  agencies  can 
render  care  of  high  quality,  and  reducing  "gouging"  of  the  Medicare  program  by  less  scrupulous  agencies. 

e.  Less  Common  Objectives 

One  of  the  less  common  objectives  listed  in  Table  rV.  1  (and  not  discussed  elsewhere)  may  not  be  self- 
explanatory.  Agencies  seeking  protection  from  health  care  reform  wished  to  avoid  the  imposition  of  an 
ongoing  program  of  prospective  payment  or  of  some  other  reform  (such  as  co-payments),  or  wanted  to 
limit  the  impact  of  a  change  in  the  industry  (such  as  managed  care)  for  as  long  as  possible.  They  hoped 
participating  agencies  would  be  exempted  from  such  reforms  for  the  duration  of  the  demonstration.  To 
put  it  another  way,  they  wanted  protection  while  the  system  "shook  out." 

C.    DISADVANTAGES  OF  PARTICIPATION 

About  three-quarters  of  the  case  study  agencies  reported  that  those  involved  in  the  decision-making 
process  saw  disadvantages  to  participating  in  the  demonstration.  The  site  visits  were  not  conducted  until 
three  to  six  months  after  an  agency  began  demonstration  operations,  and  difficulties  in  implementing  the 
demonstration  procedures  (see  the  discussion  in  Chapter  V)  may  have  biased  agency  recollections  about 
the  disadvantages  of  participating. 
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As  Table  IV.  2  indicates,  the  greatest  disadvantage  to  participation  in  the  demonstration  was 
considered  to  be  the  costs  of  collecting  the  required  data.  Slightly  over  half  of  the  case  study  agencies 
named  this  as  a  disadvantage,  and  most  of  these  noted  that  the  cost  of  data  collection  was  one  of  the  most 
important  difficulties  they  had  with  the  study.  Agencies  were  concerned  about  the  costs  associated  with 
changing  fiscal  intermediary,  setting  up  the  quality  assurance  system,  and  reconfiguring  their  data  systems. 
They  were  also  concerned  about  increased  levels  of  paperwork  and  administrative  effort  for  staff;  they 
worried  that  the  demonstration  would  be  "a  lot  of  work  and  a  lot  of  stress."  Losing  the  ability  to  compete 
with  nondemonstration  agencies  because  of  staff  burden  was  also  a  concern  for  some.  One  agency  noted 
that,  if  staff  became  particularly  burdened,  the  level  of  patient  care  might  decline  and  the  agency  could  lose 
patients  because  of  this. 

TABLE  IV  2 

DISADVANTAGES  TO  DEMONSTRATION  PARTICIPATION 


Case  Study  Agencies 
(n  =  67) 


Disadvantage 

Number 

Percent 

Costs  of  Collecting  Required  Data 

37 

55 

Change  Fiscal  Intermediary 

18 

25 

Financial  Losses  Possible 

16 

24 

Assignment  to  Control  Group  Would  Burden  Agency 

16 

24 

Demonstration  Quality  Assurance  System 

5 

7 

Ability  to  Compete  with  Nondemonstration  Agencies 

5 

7 

Other 

20 

33 

About  one-quarter  of  the  case  study  agencies  noted  concern  over  changing  fiscal  intermediary, 
although  only  five  named  this  as  their  most  serious  concern.  These  agencies  felt  that  they  had  established 
good  relationships  with  their  own  intermediaries,  they  knew  how  those  systems  worked,  and  to  start  over 
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would  be  burdensome  and  possibly  costly.  Several  agencies  reported  concerns  that  PGB  A  would  be  more 
restrictive  in  interpreting  Medicare  regulations;  two  agencies  were  specifically  concerned  because  they  had 
heard  that  PGB  A  had  strict  requirements  for  hospice  programs. 

Agencies  felt  that  the  demonstration  loss-shanng  provisions  offered  important  protection.  However, 
fear  of  financial  losses  was  a  concern  for  about  one-quarter  of  the  case  study  agencies.  Several  issues 
bothered  them.  First,  some  worried  about  being  able  to  change  their  organizations  to  deliver  care  within 
the  prospectively  set  amount.  As  one  agency  put  it,  "We're  worried  over  whether  we'll  be  able  to  change 
the  corporate  mind-set  from  fee-for-service."  Second,  some  agencies  were  concerned  that  the 
demonstration  case-mix  adjuster  might  not  be  sufficiently  accurate  to  ensure  equitable  payment  should  the 
agency's  case-mix  change.  Third,  some  agencies  felt  that  their  preliminary  per-episode  or  per- visit  rates 
(based  on  their  most  recent  settled  cost  report)  did  not  reflect  their  current  costs,  making  it  difficult  to 
prosper  under  the  demonstration.  Fourth,  some  agencies  that  were  over  the  cost  limits  were  concerned  that 
they  could  incur  even  more  serious  losses  if  they  participated  in  the  demonstration. 

One-fourth  of  the  agencies  were  concerned  that  assignment  to  the  control  group  would  be 
burdensome.  These  agencies  felt  that  the  paperwork  involved  would  be  time-consuming  and  that  there 
would  be  little  payoff  from  participating  if  they  were  assigned  to  the  control  group.  Agencies  that  were 
members  of  chains  worried  about  needing  to  set  up  two  billing  systems  if  some  of  their  agencies  were  in 
the  treatment  group  and  others  were  in  the  control  group.  Many  agencies  noted  that  the  opportunity  to 
obtain  new  data,  particularly  patient  outcomes  data,  convinced  them  to  participate  despite  the  potential  for 
being  assigned  to  the  control  group.  Some  of  the  case  study  agencies,  however,  viewed  the  quality 
assurance  system  as  a  reason  not  to  participate— mostly  because  of  the  time  required  for  data  collection. 

Case  study  agencies  had  many  additional  concerns,  none  of  which  were  reported  by  more  than  three 
or  four  of  them.  Four  agencies  were  concerned  about  having  cash  flow  problems  (and  losing  periodic 
interim  payment)  under  the  demonstration.  Three  were  concerned  about  the  clinical  changes  that  would 
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be  required  under  the  project.  Clinicians  feared  that  the  quality  of  care  would  be  reduced,  and  agencies 
worried  about  getting  the  appropriate  procedures  in  place  to  guide  reductions  in  visits.  Other  concerns 
(mentioned  by  only  one  or  two  agencies)  included  having  increased  scrutiny  from  the  fiscal  intermediary, 
the  impact  on  the  hospital  costs  (for  hospital-based  agencies),  and  the  difficulty  of  selling  the  agency  if  it 
were  in  the  midst  of  the  demonstration. 

D.    OTHER  CONCERNS  ABOUT  DEMONSTRATION  FEATURES 

In  addition  to  asking  case  study  agencies  about  their  perceptions  of  the  advantages  and  disadvantages 
of  participating  in  the  demonstration,  we  also  asked  them  specifically  about  particular  study  features. 
While  most  comments  on  this  topic  have  been  incorporated  above,  some  particular  issues  about  study 
features  (and,  sometimes,  agency  misunderstanding  of  those  features)  deserve  note  here. 

Most  agencies  felt  that  120  days  was  a  reasonable  period  on  which  to  base  the  episode  of  care. 
Thirteen  agencies  had  examined  their  readmissions  prior  to  deciding  to  participate  and  determined  that  this 
limit  would  not  cause  them  problems.  For  agencies  that  did  not  have  data  on  readmissions,  information 
on  readmission  patterns  in  the  industry  as  a  whole  (provided  by  Abt  Associates)  was  helpful.  A  few 
agencies  viewed  120  days  as  arbitrary,  and  one  agency  noted  that  a  two-tiered  payment  system  that 
captured  differences  in  the  intensity  of  services  over  time  might  have  been  more  appropnate. 

There  appeared  to  be  a  fair  amount  of  misunderstanding  among  case  study  agencies  about  the 
potential  consequences  for  per-visit  costs  of  a  reduction  in  visits  per  episode  of  the  demonstration.  In 
particular,  many  agencies  noted  that  their  rates  had  never  been  close  to  the  cost  limits  and  that,  as  a  result, 
they  had  little  concern  about  their  prospective  rates  or  over  the  fact  that  HCFA  would  not  share  in  losses 
over  the  cost  limits.  These  agencies  did  not  seem  to  understand  that  a  reduction  in  the  number  of  visits 
could  increase  costs  through  loss  in  economies  of  scale. 
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Other  agencies  womed  about  having  the  rates  set  on  the  basis  of  their  own  past  experience  rather  than 
on  regional  experiences.  They  perceived  the  demonstration  as  penalizing  low-cost/low-use  providers,  since 
such  providers  would  have  less  opportunity  to  further  reduce  the  cost  of  a  home  health  episode. 

The  procedures  for  case-mix  adjustment  seem  unclear  to  many  agencies.  Ten  agencies  specifically 
said  that  they  did  not  understand  the  adjustment  and  that  they  were  just  going  "on  faith"  that  it  would  work. 
A  few  others  noted  that,  because  patient  mix  can  change  quickly,  they  thought  it  important  to  provide  for 
case-mix  adjustment,  but  some  were  concerned  that  it  might  not  fully  protect  the  agency.  One  agency 
commented  that  the  case-mix  adjustment  introduces  uncertainty  into  the  budgeting  process. 

Finally,  while  most  agencies  viewed  HCFA's  share  of  the  demonstration  profits  as  appropriate  and 
reasonable,  about  10  percent  of  the  case  studies  felt  that  HCFA's  percentage  share  was  too  high. 

E.    NONPARTICIPATING  AGENCIES 

We  conducted  telephone  interviews  with  home  health  agencies  that  considered,  but  rejected, 
participating  in  the  demonstration  to  gather  information  about  how  these  agencies  differ  from  the  case 
study  agencies  in  their  perceptions  of  the  demonstration  and  their  decision  processes.1  These  interviews 
were  conducted  in  spring  1996,  a  few  months  after  the  last  agencies  to  enroll  began  demonstration 
operations. 

Because  we  were  interested  in  gathering  specific  information  about  how  various  demonstration 
components  affected  agency  decisions  to  participate,  we  selected  a  group  of  agencies  that  were  eligible 
for  the  demonstration  and  that  seriously  considered  participating  (as  indicated  by  a  request  that  Abt 
Associates  calculate  what  their  prospective  rates  would  be  if  they  chose  to  participate).  Approximately 
half  of  all  agencies  that  requested  rate  calculation  decided  not  to  participate  in  the  demonstration;  the 
nonparticipant  sample  is  drawn  from  these  agencies. 

'As  indicated  in  Chapter  n,  a  separate  report  will  be  prepared  assessing  the  representativeness  of  the 
91  demonstration  agencies  (relative  to  home  health  agencies  generally). 
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The  sample  design  for  the  nonparticipant  sample  called  for  30  completed  observations,  with 
nonparticipating  agencies  selected  proportional  to  the  number  of  nonparticipating  agencies  in  each  state 
and  the  three  ownership/auspice  categories  represented  to  the  extent  feasible. 

We  followed  this  design  in  drawing  the  sample,  but  the  completion  rates  were  much  lower  than 
expected.  We  completed  17  interviews  with  eligible,  nonparticipating  agencies.  Interviews  were 
completed  for  three  additional  agencies,  but  we  subsequently  determined  that  the  demonstration  contractor 
had  disqualified  them  as  ineligible.  Ten  other  agencies  were  contacted  but  refused  to  conduct  the 
telephone  interview,  either  because  the  person  who  had  made  the  participation  decision  was  no  longer  with 
the  organization  or  because  they  simply  were  not  interested.2 

Table  IV. 3  presents  information  on  state  and  agency  type  for  the  17  eligible  agencies  for  which  we 
completed  telephone  interviews.  The  nonparticipant  sample  represents  all  categories  of  ownership/auspice, 
and  four  of  the  agencies  are  in  rural  areas.  All  five  demonstration  states  are  represented,  although  only  one 
interview  was  completed  with  a  non-participating  California  agency  (as  opposed  to  the  five  called  for  in 
the  design).  Three  of  the  nonparticipating  agencies  are  relatively  large  (with  more  than  70,000  Medicare 
visits  in  the  base  year),  and  five  belong  to  a  chain.3 


:Given  the  high  nonresponse  rates,  we  determined  (after  reviewing  the  data  for  the  1 7  nonparticipating 
agencies)  that  the  expense  of  additional  interviews  was  not  warranted.  As  discussed  later,  nonparticipating 
and  participating  agencies  generally  agreed  about  the  advantages  and  disadvantages  of  participation. 

^e  nonparticipating  agencies  may  render  fewer  visits  than  the  case  study  agencies.  Only  three  of  the 
nonparticipating  agencies  delivered  more  than  70,000  visits  per  year  (18  percent),  whereas  45  percent  of 
the  case  study  agencies  did  so. 
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TABLE  IV  3 

DISTRIBUTION  OF  NONPARTICIPANT  SAMPLE,  BY  STATE 
AND  OWNERSHIP/AUSPICE 


Proprietary  Not-for-Profit  Hospital-Based 

State  Urban  Rural          Urban        Rural  Urban       Rural  Total 

California  1  1 

Florida  1  113 

Illinois  2  1  14 

Massachusetts  1  2  3 

Texas  2  2                  1  1  6 

Total  4  2                 6            1  3            1  17 


1.    The  Decision-Making  Process 

The  nonparticipating  agencies  learned  about  the  demonstration  in  the  same  ways  as  the  case  study 
agencies-pnmanly  from  industry  newsletters  and  the  letter  from  Abt  Associates.  Two  had  been  following 
the  development  of  proposals  for  prospective  payment  and  knew  that  such  a  demonstration  would  take 
place.  Ten  of  the  17  agencies  (60  percent)  had  heard  of  the  per- visit  demonstration,  but  only  1  thought  that 
this  information  influenced  its  participation  decision.  None  of  the  nonparticipants  reported  any  difficulty 
in  acquiring  information  about  the  demonstration. 

As  with  the  case  study  agencies,  agency  directors  were  involved  in  the  participation  decision  for 
nonparticipating  agencies.  In  fact,  all  of  the  nonparticipants  who  answered  this  question  reported  that  the 
director  was  involved  in  the  decision-making  process.  Several  types  of  senior  staff,  typically  the  chief 
financial  officer  and  the  director  of  nursing,  were  consulted  in  the  decision-making  process.  The  one 
agency  that  mentioned  discussing  the  participation  decision  with  its  board  described  this  as  a  briefing  on 
the  decision  not  to  participate  rather  than  a  request  for  input. 
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As  with  the  case  study  agencies,  clinical  supervisory  staff  and  visitor  staff  were  not  involved  in  the 
decision.  The  agency  director  and  other  senior  management  staff  typically  made  the  final  decision  about 
participation.  In  only  one  agency  was  the  decision  made  by  a  single  person  (the  owner). 

2.    Perceived  Advantages  and  Disadvantages  of  Demonstration  Participation 

We  asked  the  nonparticipants  what  they  viewed  as  the  main  reasons  for  and  against  participating  in 
the  demonstration.  Their  responses  are  similar  to  those  of  the  case  study  agencies  for  most  aspects  of  the 
study.4  As  mentioned  earlier,  however,  because  the  site  visits  with  case  study  agencies  were  not  conducted 
until  three  to  six  months  after  an  agency  began  demonstration  operations  their  difficulties  in  implementing 
the  demonstration  procedures  may  have  biased  their  recollections  about  the  disadvantages  of  participating, 
a.  Advantages 

Table  IV. 4  presents  the  percentage  of  nonparticipating  agencies  that  reported  various  advantages  in 
participating,  along  with  similar  information  for  objectives  reported  by  the  case  study  agencies  (repeated 
from  Table  IV.  1 ).  Due  to  the  size  of  these  samples,  only  rough  comparisons  between  the  case  study  and 
nonparticipaftng  agencies  are  possible,  and  apparent  differences  must  be  considered  suggestive. 

The  nonparticipants'  main  interest  in  the  demonstration  was  as  a  means  of  learning  about  alternative 
payment  systems  and  preparing  for  changes  in  financing  of  health  care.  This  was  also  the  advantage  case 
study  agencies  most  frequently  mentioned.  Most  of  the  nonparticipating  agencies  that  viewed  learning 
and  experience  as  an  advantage  felt  that  prospective  payment  and  Medicare  managed  care  are  imminent 
and  wanted  to  get  experience  in  a  relatively  safe  environment.  In  particular,  HCFA's  protection  against 
losses  in  the  study  was  considered  a  major  draw  for  participation. 


4There  were  some  minor  differences  in  the  questions  asked  of  the  case  studies  versus  the 
nonparticipants.  Case  study  agencies  were  asked  their  objectives  in  participating  in  the  study,  whereas 
nonparticipants  were  asked  about  their  perceptions  of  study  advantages. 
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As  with  the  case  study  agencies,  the  opportunity  to  generate  profits  was  the  second  most  commonly 
mentioned  advantage  among  nonparticipating  agencies.  As  with  the  case  study  agencies,  the  opportunity 
to  generate  profits  was  important  for  nonprofit  agencies.  Three  of  the  four  nonparticipating  agencies  that 
mentioned  profits  as  an  advantage  were  nonprofit.  One  of  these  hoped  to  use  the  profits  to  purchase  free 
care.  However,  it  may  also  be  that  the  nonparticipants  were  more  likely  than  the  case  study  agencies  to 
view  HCFA's  share  of  any  agency  profits  as  a  demonstration  disadvantage.  About  40  percent  of  the 
nonparticipants  mentioned  that  they  thought  the  HCFA  profit-sharing  percentages  were  too  high,  while 
only  1 0  percent  of  the  case  studies  made  this  observation. 

Finally,  2  of  the  1 7  nonparticipating  agencies  mentioned  an  opportunity  to  influence  reform  as  an 
advantage  of  participation— a  percentage  roughly  comparable  to  that  for  the  case  study  agencies. 
Executives  of  these  two  nonparticipating  agencies  were  interested  in  joining  the  demonstration  to  share 
their  expertise  and  influence  policy  development. 

None  of  the  nonparticipants  expressed  interest  in  acquiring  patient  outcomes  data,  achieving  greater 
flexibility  in  patient  care,  or  changing  fiscal  intermediary —objectives  mentioned  by  at  least  1 5  percent  of 
the  case  study  agencies.  While  these  differences  may  be  material,  it  is  also  possible  that  nonparticipating 
agencies  did  not  mention  these  factors  simply  because  they  are  not  the  most  prominent  features  of  the 
demonstration  and  because  agency  staff  did  not  recall  considering  them  when  interviewed  several  months 
after  the  decision  not  to  participate. 

b.  Disadvantages 

The  nonparticipants  and  case  study  agencies  also  had  similar  views  on  the  disadvantages  of  the 
demonstration,  although  the  pattern  of  their  concern  seems  to  differ  somewhat.  As  Table  rV.5  indicates, 
the  disadvantage  the  nonparticipating  agencies  most  commonly  mentioned  was  the  potential  for  financial 
losses.  Over  half  were  concerned  about  losses.  In  contrast,  concern  about  financial  losses  was  tied  for 
third  among  disadvantages  mentioned  by  case  study  agencies,  about  a  quarter  of  which  had  this  concern. 
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Some  of  the  seven  nonparticipating  agencies  concerned  about  financial  losses  felt  that  their  estimated  rates 
did  not  reflect  their  current  cost  to  provide  care.  Others  were  concerned  because  the  agency  was  already 
over  the  cost  limits.  Unless  these  agencies  were  able  to  bring  costs  below  the  limits,  the  loss-sharing 
provisions  would  not  benefit  them.  In  two  additional  cases,  the  agency  viewed  participation  as  financially 
risky  because  of  a  lack  of  data  to  fully  determine  the  risk  involved. 

Cost  of  collecting  the  required  data  was  the  second  most  common  disadvantage  of  the  demonstration 
that  the  nonparticipating  agencies  reported.  Concern  over  the  costs  of  data  collection  typically  was 
described  as  the  administrative  burden  of  increased  paperwork  and  new  data  systems.  As  one  agency 
explained,  "We  would  have  to  add  staff  to  gear  up  to  start.  It  didn't  seem  worth  it."  Cost  of  collecting 
the  required  data  was  the  most  common  disadvantage  mentioned  by  case  study  agencies.  It  may  be  that 
the  costs  of  data  collection  became  more  salient  among  the  case  study  agencies  as  they  worked  to 
implement  the  demonstration  requirements. 

TABLE  IV  5 

DISADVANTAGES  OF  PARTICIPATION  REPORTED  BY  NONPARTICIPATING 
AGENCIES,  COMPARED  WITH  THOSE  FOR  CASE  STUDY  AGENCIES 


Nonparticipating         Case  Study 
Agencies  (n  =  17)     Agencies  (n  =  67) 


Disadvantage 

Number 

Percent 

Percent 

Financial  Losses  Possible 

7 

41 

24 

Costs  of  Collecting  Required  Data 

6 

35 

55 

Change  Fiscal  Intermediary 

3 

18 

25 

Assignment  to  the  Control  Group  Would  Burden  Agency 

3 

18 

24 

Demonstration  Quality  Assurance  System 

0 

0 

7 

Ability  to  Compete  with  Nondemonstration  Agencies 

0 

0 

7 

Other 

2 

18 

33 
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Nonparticipants  expressed  a  level  of  concern  similar  to  that  of  case  study  agencies  over  changing 
fiscal  intermediary  and  being  assigned  as  a  control  group  member.  None  of  the  nonparticipating  agencies 
specifically  mentioned  concerns  over  implementing  the  demonstration  quality  assurance  system  or 
competition  from  nondemonstration  agencies,  while  small  percentages  of  the  case  study  agencies 
mentioned  these  factors  as  disadvantages.  The  difference  may  be  due  to  chance,  or  the  case  study  agencies 
may  have  become  more  aware  of  these  issues  as  they  began  demonstration  operations. 

3.    Final  Decision  Not  to  Participate 

For  each  of  the  nonparticipating  agencies,  a  clear  reason  for  nonparticipation  emerged  by  the  end  of 
the  telephone  interview.  Agencies  typically  had  a  "We  didn't  participate  because  .  .  ."  that  outweighed 
whatever  advantages  they  saw  to  the  demonstration.  For  almost  two-thirds  of  the  1 7  agencies  ( 1 1 ),  the 
decision  was  based  on  a  lack  of  agency  resources  to  respond  appropriately  to  the  requirements  for  the  study 
(see  Case  Note  IV. 4,  Agency  A).  For  the  rest  (with  one  exception),  the  decision  was  based  on  an 
assessment  that  the  agency  would  lose  money  on  the  demonstration  (see  Case  Note  IV. 4,  Agency  B). 

CASE  NOTE  IV  4 

THE  DECISION  NOT  TO  PARTICIPATE 

Agency  A:  We  are  a  large  hospital-based  home  health  agency  with  multiple  providers  and  offices.  At 
the  time,  we  were  merging  information  systems,  going  through  some  turnover  in  management  staff,  and 
planning  to  combine  two  reimbursement  departments  which  are  currently  in  two  different  cities. 
Because  of  all  this  flux,  we  felt  we  just  couldn't  do  it.  We  were  really  interested  and  feel  we  could  have 
done  it  a  year  earlier,  or  could  do  it  a  year  later,  but  right  now  was  not  the  time. 

Agency  B:  The  estimate  we  received  was  way  below  my  cost  of  doing  business.  That  [the  base]  year 
wasn't  representative  for  us.  We  were  in  a  growth  mode,  and  some  services  weren't  being  provided 
yet.  Also,  patients  are  getting  sicker  and  sicker  and  need  more  care  now.  When  I  showed  the  rates  to 
the  fiscal  coordinator  at  the  hospital  he  just  laughed.  He  made  the  final  decision. 

Of  the  1 1  agencies  that  chose  not  to  participate  for  reasons  largely  external  to  the  study,  four  had 
staffing  issues.  In  two,  there  was  turnover  in  the  position  of  agency  director.  One  lacked  a  finance 
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director.  The  fourth  lacked  lower  level  administrative  staff  necessary  to  operate  the  demonstration.  Four 
additional  agencies  were  in  organizational  transition  when  the  demonstration  came  along.  They  were 
merging  with  other  systems,  moving,  and  restructuring  and  viewed  the  demonstration  as  too  much  of  an 
additional  burden.  The  other  3  agencies  (of  1 1 )  felt  they  lacked  needed  resources.  One  was  concerned 
that  it  didn't  have  the  "clinical  piece  far  enough  along"  to  participate.  It  wasn't  quite  ready  to  proceed  with 
such  major  changes  in  the  delivery  of  patient  care.  The  other  two  lacked  appropnate  data  systems  to  feel 
confident  of  their  success  in  the  program. 

Five  agencies  did  not  participate  because  of  concerns  over  the  potential  for  financial  losses.  This  was 
the  reason  for  nonparticipation  for  two  of  the  four  hospital-based  agencies  interviewed.  Three  of  the  five 
agencies  made  the  decision  once  they  received  their  rate  estimates,  which  they  perceived  as  likely  to  result 
in  losses,  or  at  least  cash  flow  problems,  for  the  agency.  Another  agency  was  already  over  the  cost  limits 
and  so  anticipated  greater  losses  under  the  demonstration.  The  fifth  agency  anticipated  losses  due  to 
changes  in  its  case  mix.  While  the  agency  understood  that  it  could  be  reimbursed  for  most  of  its  losses  as 
part  of  the  study,  it  was  concerned  about  cash  flow  difficulties  and  expressed  the  view  that  HCFA's  share 
of  the  losses  would  "come  too  late  to  be  of  any  real  help." 

Finally,  one  agency  had  signed  up  to  participate  in  a  previous  home  health  prospective  payment 
demonstration  that  was  subsequently  canceled.  The  agency  had  purchased  equipment  and  expended 
significant  resources  to  start  up  in  the  demonstration,  and  it  lost  money  on  the  venture.  It  said  it  simply 
didn't  trust  HCFA  enough  to  participate  in  another  one. 

In  the  end,  it  appears  that  nonparticipating  agencies  perceived  the  features  of  the  demonstration  in  the 
same  way  as  the  case  study  agencies  but  chose  not  to  participate  for  sound  reasons.  Half  were  in  a  time 
of  flux.  Nothing  inherent  to  the  study  could  have  changed  that.  Most  of  the  rest  viewed  themselves  as 
lacking  the  resources  to  succeed  in  the  study  or  assessed  the  likelihood  of  financial  difficulties  as  high. 
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F.    IMPLICATIONS  FOR  A  NATIONAL  PROGRAM 

In  an  ongoing  national  program  of  prospective  payment,  agencies  would  not  have  a  choice  about 
participation  but  would  have  to  move  to  the  new  payment  system  "ready  or  not."  Even  so,  some  of  the 
issues  raised  by  participating  and  nonparticipating  agencies  about  the  demonstration  have  implications  for 
a  national  program. 

First,  it  appears  that  generating  a  profit  is  important  to  both  nonprofit  and  for-profit  providers.  Thus, 
we  expect  that  both  types  of  providers  will  respond  to  the  incentive  to  become  more  efficient  under  a 
national  program. 

Second,  patient  outcome  data  are  important  to  agencies,  suggesting  that  the  availability  of  these  data 
should  be  publicized  as  an  attractive  feature  of  a  national  program.  Because  collecting  data  is  costly  and 
agencies  are  concerned  about  the  costs  of  data  collection,  however,  the  implementation  of  efficient  methods 
of  data  collection  should  be  given  high  priority  in  a  national  program. 

Scheduling  the  date  of  transition  to  a  national  program  many  months  m  advance  could  help  to 
minimize  the  difficulty  of  its  implementation  (although  it  would  not  eliminate  it).  With  ample  notice, 
agencies  would  be  able  to  schedule  other  major  changes  in  their  operations  so  that  these  did  not  coincide 
with  the  transition  to  prospective  payment.  Agencies  could  also  work  to  ensure  they  had  the  clinical  and 
managerial  systems  in  place  to  effectively  implement  prospective  payment  from  day  one.  In  addition,  given 
a  long  lead  time,  vendors  could  develop  products  to  help  agencies  with  the  transition. 

Under  per-episode  prospective  payment,  the  "shakeout"  in  the  home  health  industry— driven  to  date 
by  the  development  of  managed  care—will  continue.  Assuming  that  rates  in  a  national  home  health 
prospective  payment  system  are  at  least  partly  based  on  regional  or  national  averages  (not  solely  on  an 
agency's  own  experience),  some  agencies  will  inevitably  find  that  they  incur  losses  under  the  new  system 
and  will  be  forced  to  close  their  doors.  Unless  access  to  care  is  compromised  (which  is  not  likely  in  large 
markets),  the  loss  of  inefficient  providers  is  a  desirable  policy  outcome. 
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However,  cash  flow  may  be  a  problem  m  a  national  program  of  prospective  payment  even  for  efficient 
providers.  Both  participating  and  nonparticipating  providers  raised  concerns  about  cash  flow,  and  as 
discussed  in  the  next  chapter,  cash  flow  has  been  a  problem  in  implementing  the  demonstration.  Some  of 
the  agencies  with  cash  flow  problems  in  a  national  program  may  find  that  they  do  not  have  sufficient  capital 
resources  to  cope  with  delays  in  payment  and  may  be  forced  to  close  their  doors.  To  ensure  the  survival 
of  efficient  providers  with  limited  access  to  capital,  it  may  be  necessary  to  provide  timely  payment  or  help 
agencies  secure  a  source  of  capital  as  they  move  to  prospective  payment. 

Finally,  per-episode  payment  is  not  straightforward.  The  fact  that  some  participating  agencies  did  not 
understand  important  issues  about  the  payment  system  (such  as  the  loss  in  economies  of  scale  and  the 
effect  of  the  case-mix  adjuster)  suggests  a  need  for  teaching  about  its  features  prior  to  the  implementation 
of  a  national  program.  The  private  sector,  no  doubt,  will  be  eager  to  provide  training  to  agency  executives. 
However,  carefully  developed  public  materials  also  would  be  important  in  ensuring  a  basic  level  of 
understanding  about  prospective  payment  among  agency  executives,  home  health  agency  staff,  and 
Medicare  beneficiaries. 
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V.  "IT'S  A  LOT  TO  LEARN  IN  A  SHORT  TIME"--IMPLEMENTING 
DEMONSTRATION  PROCEDURES 


The  implementation  of  the  prospective  payment  demonstration  is  important  for  two  major  reasons. 
First,  it  has  implications  for  the  evaluation,  especially  for  the  analysis  of  impacts.  Obviously,  if 
implementation  of  the  demonstration  is  delayed,  any  impacts  will  be  delayed  as  well.  Or,  if  the 
demonstration  (or  certain  aspects  of  it)  is  not  implemented  as  planned,  there  be  no  impacts,  or  they  may 
differ  considerably  from  expectations.  Moreover,  appropriate  interpretation  of  impact  estimates  requires 
an  understanding  of  the  way  in  which  the  intervention  was  implemented,  to  add  flesh  to  the  "dry  bones" 
of  the  statistical  coefficients  and  help  guard  against  interpreting  a  spurious  or  preexisting  treatment-control 
difference  as  an  impact.  Second,  the  implementation  of  the  demonstration  provides  lessons  for  the  future, 
if  and  when  a  national  program  of  per-episode  prospective  payment  is  initiated  for  Medicare  home  health 
care. 

At  the  time  of  our  site  visits—three  to  six  months  after  each  case  study  agency  began  demonstration 
operations— demonstration  procedures  had  not  yet  been  fully  implemented,  due  to  three  major  factors. 
First,  some  of  the  procedures  involved— both  those  unique  to  the  demonstration  and  those  associated  with 
changing  fiscal  intermediaries  (Fls)--are  not  straightforward  and  require  the  interaction  of  multiple  actors- 
at  a  minimum,  the  agency  and  the  fiscal  intermediary,  or  the  agency  and  the  demonstration  quality 
assurance  contractor.  Often  external  actors  are  involved  as  well,  such  as  software  vendors  and  billing 
companies.  Start-up  problems  are  very  likely  to  arise  in  such  a  complex  undertaking  and  their  resolution, 
in  addition  to  full  implementation  of  demonstration  procedures,  will  necessarily  require  some  time.  Second, 
many  demonstration  procedures  apply  only  to  patients  admitted  after  the  agency  has  begun  demonstration 
operations,  others  apply  only  once  patients  admitted  during  demonstration  operations  are  discharged  or 
have  been  receiving  care  for  1 20  days.  At  the  time  of  our  site  visits,  at  least  one  agency  had  not  admitted 
a  single  new  patient  since  it  began  demonstration  operations,  and  many  agencies  had  not  yet  served  for  1 20 
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days  or  more  patients  who  had  been  admitted  after  the  start  of  demonstration  operations.  The  third  reason 
for  the  delay  is  that  the  quality  assurance  contractor  was  selected  after  the  other  contractors.  As  a  result, 
the  demonstration  quality  assurance  procedures  were  not  implemented  until  the  spring  of  1996,  after  we 
had  completed  the  site  visits  for  agencies  that  began  demonstration  operations  in  the  summer  and  fall  of 
1995. 

Given  the  complexity  of  the  undertaking,  it  is  not  surprising  that  most  demonstration  agencies 
experienced  problems  initially  implementing  demonstration  operations.  While  these  problems  were 
sometimes  resolved  quickly,  often  this  was  not  the  case.  Seventy  percent  of  all  case  study  agencies  (and 
about  80  percent  of  those  in  the  treatment  group)  reported  experiencing  problems  when  they  began  to 
operate  under  the  demonstration.1  At  the  time  of  the  site  visits,  three  to  six  months  after  each  agency 
began  demonstration  operations,  almost  half  of  the  case  study  agencies  (and  64  percent  of  those  in  the 
treatment  group)  reported  that  their  implementation  problems  had  not  been  resolved  to  their  satisfaction 
and  in  a  timely  way,  or  that  they  remained  unresolved. 

Two-thirds  of  the  case  study  agencies  reported  calling  Abt  Associates  for  assistance  with  these 
difficulties.  Most  of  these  agencies  described  the  Abt  staff  as  responsive,  and  several  volunteered 
compliments  about  Abt  personnel.  They  indicated  that  Abt  had  assisted  them  on  a  wide  variety  of  issues, 
including  explaining  the  demonstration  to  physicians,  accounting  for  lump-sum  payments,  reducing  the 
burden  of  quality  assurance  data  collection,  expediting  payment  receipt,  intervening  with  former  FIs  to 
i  eschedule  the  closing  date  for  base-year  cost  reports,  explaining  the  case-mix  categories,  and  "hand- 
holding"  during  the  collection  of  the  base-year  case-mix  data.  The  most  common  problem  for  which 
agencies  sought  assistance  from  Abt  in  the  early  months  of  the  demonstration  was  the  submission  of  bills 

'This  question  concerned  problems  in  interacting  with  Palmetto  Government  Benefits  Administrators 
(PGBA).  Other  questions  ascertained  problems  interacting  with  other  demonstration  actors.  Twelve 
percent  of  case  study  agencies  reported  problems  interacting  with  the  demonstration  quality  assurance 
contractor,  Center  for  Health  Policy  Research  (CHPR),  and  4  percent  reported  problems  interacting  with 
the  evaluation  contractor,  Mathematica  Policy  Research  (MPR). 
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and  the  associated  delay  in  payment.  Abt  was  being  asked  to  serve  as  a  "go-between"  with  PGBA.  In 
some  cases,  but  not  all,  agencies  reported  that  Abt  staff  were  able  to  help  resolve  billing  and  payment 
problems. 

As  of  this  writing,  most  of  the  implementation  problems  described  in  this  chapter  appear  to  have  been 
resolved.  However,  this  conclusion  must  be  considered  tentative  because  it  is  based  primarily  on 
conversations  with  the  contractors  involved  in  the  demonstration.  We  have  not  yet  had  an  opportunity  to 
systematically  collect  data  from  the  demonstration  agencies  themselves  on  the  final  resolution  of 
implementation  problems.  We  plan  to  review  this  issue  with  case  study  agencies  in  our  second  round  of 
site  visits  (beginning  in  the  fall  of  1 997)  and  report  their  final  thoughts  on  implementation  in  our  second 
report  on  agency  operations  and  procedures  in  the  Per-Episode  Prospective  Payment  Demonstration. 

This  chapter  considers  the  initial  implementation  of  the  demonstration.  We  begin  with  training  for  the 
demonstration  and  agency  suggestions  for  improvement  of  training.  Then  we  describe  early  implementation 
experience  under  the  demonstration.  We  consider  billing  and  payment,  medical  review,  and  quality 
assurance,  as  well  as  the  implications  of  these  early  implementation  experiences  for  an  ongoing  program 
of  per-episode  prospective  payment.  A  final  section  descnbes  the  costs  that  agencies  reported  incurring 
in  order  to  participate  in  the  demonstration. 

A.  TRAINING 

During  the  site  visits,  we  asked  case  study  agencies  to  rate  the  training  they  received  from  Abt  and 
PGBA  in  preparation  for  the  demonstration.2  We  also  asked  them  to  comment  on  the  ways  in  which  the 
training  was  both  good  and  bad.  Their  comments  provide  some  lessons  on  training  for  a  future  national 
program  of  prospective  payment. 


:Training  for  the  quality  assurance  procedures  was  not  yet  underway  when  we  began  the  site  visits 
so  we  did  not  ask  case  study  agencies  to  rate  this  training. 
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Over  half  (36)  of  the  case  study  agencies  characterized  the  training  they  received  from  Abt  Associates 
and  PGBA  as  good  or  excellent,  and  80  percent  described  it  as  satisfactory  or  better.  Four  agencies  rated 
the  training  as  poor  or  unsatisfactory.3 

The  aspects  of  the  training  that  agency  staff  commonly  found  praiseworthy  included  the  proficiency 
of  the  presentations,  receptiveness  of  trainers  to  questions  from  agency  staff,  the  opportunity  to  meet  face 
to  face  with  the  people  with  whom  they  would  be  working,  and  the  clarity  and  comprehensiveness  of  the 
training  materials.  With  respect  to  the  quality  of  the  manuals,  one  executive  noted,  "We  used  their 
materials  to  train  our  staff."  Agencies  generally  praised  the  coverage  of  clinical  issues  during  the  training 
sessions  as  well. 

Several  improvements  were  frequently  suggested.  Some  agencies  in  the  treatment  group  reported  that 
it  would  have  been  helpful  to  have  some  guidance  on  how  to  manage  their  agencies  under  per-episode 
prospective  payment.  These  agencies  were  interested  in  suggestions  on  how  to  provide  care  more 
efficiently  and  how  best  to  account  for  the  lump-sum  per-episode  payments,  which  are  generally  received 
before  the  costs  associated  with  them  are  fully  incurred.  Prior  to  implementing  the  demonstration, 
however,  HCFA  explicitly  decided  not  to  provide  training  on  agency  management  under  prospective 
payment  for  two  reasons.  First,  such  training  was  not  likely  to  be  part  of  an  ongoing  program,  although 
it  would  likely  be  available  from  private  sources.  Second,  mass  training  did  not  seem  to  be  effective  for 
such  management  training.  Rather  individualized  consulting  seemed  to  be  required. 

Other  agencies  suggested  that  it  would  have  been  helpful  to  have  had  a  more  "hands-on"  or  "how-to" 
approach  to  training.  For  example,  one  agency  commented  that  it  did  not  learn  in  training  that  it  would 
need  a  password  to  access  the  system  for  correcting  errors  in  bills—an  omission  that  might  have  been 


3For  most  of  the  remaining  agencies,  there  was  material  disagreement  among  the  staff  we  interviewed 
about  the  adequacy  of  the  training.  A  few  agencies  did  not  respond  to  this  question. 
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avoided  with  a  hands-on  approach.4  A  few  agencies  suggested  that  additional  training  sessions  were 
needed,  either  regional  group  sessions  or  individual  sessions  at  the  agency's  office.3  One  agency  that 
started  the  demonstration  later  advised  against  training  late  start  agencies  and  retraining  early  starting 
agencies  at  the  same  sessions  since  the  representatives  of  the  early  starting  agencies  had  dominated  their 
session,  asking  questions  that  people  from  other  agencies  did  not  yet  have  the  experience  to  understand. 
Finally,  several  agencies  complained  that  the  requirements  for  quality  assurance  were  not  explained  in  the 
training  sessions  provided  by  Abt  and  PGBA.6  As  one  agency  executive  put  it,  "They  did  not  warn  us 
about  the  QA."  (Actually,  the  QA  contractor  had  not  been  chosen  at  the  time  of  the  initial  training  sessions 
for  the  demonstration.  The  QA  procedures  were  revised  after  the  initiation  of  the  QA  contract.) 

Case  study  control  agencies  appear  to  have  been  more  satisfied  with  the  training  than  the  treatment 
agencies  were.  Two-thirds  of  control  agencies  characterized  the  training  as  good  or  excellent,  compared 
with  just  under  half  of  treatment  agencies  although  this  difference  is  not  statistically  significant.  Moreover, 
three  of  the  four  agencies  that  characterized  the  training  as  poor  were  in  the  treatment  group.  Perhaps  this 
difference  in  ratings  is  not  surprising  since  treatment  agencies  had  so  much  more  new  material  to  learn  than 
control  agencies. 

From  the  viewpoint  of  those  implementing  the  demonstration,  training  sessions  went  smoothly.  One 
suggested  improvement  was  to  train  the  treatment  agencies  in  their  new  cost  reporting  process  from  the 
beginning  of  the  demonstration.  By  training  the  agencies  on  the  cost  reporting  process,  the  treatment 
agencies  could  have  focused  on  the  details  of  the  payment  system  and  how  it  would  affect  their  finances. 


4Error  correction  was  later  delayed  for  10  days  while  the  agency  obtained  a  password. 

5PGB  A  conducts  additional  training  services  in  each  demonstration  state  every  year,  and  individual 
instruction  is  available  upon  request  through  the  PGBA  Education  Department. 

6Many  of  the  site  visits  were  conducted  before  CFIPR  began  training  on  the  demonstration  quality 
assurance  procedures,  and  we  did  not  ask  directly  about  the  quality  of  those  training  sessions. 
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However,  with  all  the  new  materials  the  agencies  were  asked  to  learn,  it  may  have  been  too  much  for  the 
agencies  to  absorb  at  one  time. 

B.    IMPLEMENTING  BILLING  AND  PAYMENT 

Two  types  of  implementation  issues  arise  for  billing.  First,  there  is  the  issue  of  the  transfer  of  billing 
to  the  demonstration  fiscal  intermediary,  PGBA.  Transfer  of  billing  is  an  issue  for  both  treatment  and 
control  group  agencies.  Second,  there  is  the  issue  of  implementing  of  the  special  billing  procedures 
required  for  prospective  payment.  These  procedures  applied  only  to  agencies  in  the  treatment  group. 

Payment  may  be  delayed  if  the  transfer  of  billing  to  the  new  FI  does  not  go  smoothly,  since  bills 
generally  must  be  processed  before  payment  is  made.  There  are  two  exceptions.  First,  the  agency  may 
be  on  periodic  interim  payments,  or  PIP.  Under  the  original  demonstration  procedures,  PIP  was  not  made 
available  to  the  treatment  agencies,  although  a  similar  procedure  (known  as  BIP,  bi-weekly  interim 
payment)  was  added  in  mid- 1996  to  ease  the  cash  flow  problems  that  some  treatment  group  agencies  were 
experiencing.  Second,  the  FI  may,  at  its  discretion,  provide  an  agency  with  an  accelerated  payment  before 
bills  have  been  processed.  Accelerated  payment,  however,  is  intended  only  for  urgent,  atypical  situations, 
and  is  mainly  used  for  situations  in  which  an  intermediary  problem  caused  the  delay  in  processing  claims. 
It  must  be  paid  back  at  the  time  the  delayed  claims  are  paid.  If  an  agency  experiences  recurring  or 
continuing  delays  in  claims  processing,  a  second  accelerated  payment  may  simply  go  to  pay  off  the  first 
advance,  thus  reducing  the  usefulness  of  the  accelerated  payments  in  meeting  agency  cash  flow  needs. 

In  this  section,  we  first  discuss  the  billing  and  related  payment  problems  that  arose  in  transferring  to 
a  new  FI,  and  then  billing  issues  related  specifically  to  prospective  payment  and  the  demonstration. 

1.    Transferring  Billing  to  the  Demonstration  FI 

Since  transfer  to  a  new  FI  would  presumably  not  be  required  in  a  national  program,  implementation 
of  transfer  is  an  issue  for  the  evaluation,  not  a  future  national  program. 
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About  half  of  the  agencies  that  experienced  problems  in  the  initial  implementation  of  the 
demonstration  reported  problems  with  the  electronic  submission  or  transmission  of  bill  files.  The  nature 
of  the  problems  varied.  Case  Note  V.  1  presents  a  variety  of  situations  involving  transfer  for  billing  to  the 
demonstration  FI.  Many  of  the  problems  stemmed  from  having  to  change  to  different  software  for  billing. 
Some  technical  "glitches"  are  to  be  expected  in  such  a  situation.  Vendors  and  agencies  were  sometimes 
able  to  resolve  the  technical  issues  quickly,  often  with  help  from  PGB  A  staff.  In  other  cases,  agencies  and 
vendors  struggled  with  technical  problems  that  arose  on  their  end,  and  some  agencies  incurred  considerable 
expense  to  adapt  their  software  for  submitting  bills  to  PGB  A.  Other  agencies  had  difficulty  because  they 
were  in  the  midst  of  other  changes  that  affected  their  billing  (for  example,  installation  of  a  new  computer 
and  organizational  realignments).  In  still  other  cases,  the  technical  problems  seem  to  have  occurred  on 
PGBAs  end.  These  were  sometimes  resolved  quickly  and  other  times  not.  Several  agencies  were  forced 
to  resort  to  manually  submitting  bills,  sometimes  for  multiple  billing  periods. 

PGBA  did  provide  support  to  help  agencies  resolve  electronic  billing  problems  as  quickly  as  possible. 
It  also  provided  an  opportunity  for  submitting  test  runs.  Testing  did  not  always  go  smoothly,  however. 
One  agency  reported  that  the  testing  did  not  uncover  a  problem  that  later  prevented  them  from  billing 
electronically,  and  another  reported  being  told  that  the  test  was  successful,  only  to  learn  that  that  was  not 
the  case  when  the  next  month's  bills  were  submitted. 

PGBA  also  provided  help  desk  support,  which  seems  to  have  been  very  effective,  sometimes.  Several 
agencies  reported  quick  resolution  of  technical  problems  or  special  effort  by  help  desk  staff.  One  agency 
reported  getting  step-by-step  instruction  over  the  telephone,  for  example.  A  quarter  of  agencies,  though, 
complained  about  the  limited  access  to  this  support  staff  or  to  other  PGBA  staff.  A  number  of  agencies 
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CASE  NOTE  V  I 
TRANSFERRING  BILLING 


Agency  A  ::  We  had  some  trouble  transmitting  the  billing  the  first  time.  Palmetto  was  helpful  and  the 
problems  were  resolved.  Palmetto  and  Abt  worked  with  us  to  solve  the  problems. 

Agency  B:  The  usual  problems— the  materials  they  gave  us  weren't  100  percent  accurate  and  the 
electronic  billing  didn't  work  right  away.  The  problem  with  the  first  billing  was  that  they  were  not  ready 
for  us.  They  just  weren't  experienced  with  the  volume  and  complexity  of  our  agency. 

Agency  C  :  The  agency  software  did  not  work  correctly  for  the  bill-type  code.  The  transmission  went 
"in  pieces,"  and  all  of  the  information  was  not  submitted.  As  a  result,  we  could  not  do  electronic 
transmission  of  claims.  We  tned  to  submit  over  a  telephone  line,  but  the  software  is  very  slow;  it  takes 
10  to  1 5  minutes  to  enter  a  single  claim.  Finally,  we  sent  hard-copy  claims  in.  PGBA  was  helpful,  data 
entering  claims  for  us  because  it  took  so  long  for  us  to  do  it.  Because  of  these  problems,  we  did  not 
bill  for  January  claims  until  the  end  of  February.  Corporate  had  to  handle  the  cash  flow  problem.  They 
were  not  happy. 

Agency  D:  Billing  electronically  was  a  problem,  even  though  we  had  done  it  before.  We  had  to  include 
additional  information  on  the  bill,  and  our  vendor  did  not  adjust  well  to  this  requirement.  And,  we  need 
to  pro-rate  the  bills  in  our  system  in  a  different  way.  Also,  for  this  region,  Palmetto  has  only 
demonstration-agency  data,  that  is,  only  for  the  patients  they  pay  bills  on.  They  don't  know,  for 
example,  if  a  patient  has  joined  an  HMO.  So  we  have  to  keep  our  access  to  our  former  FFs  information 
system  to  get  that  kind  of  information.  Our  problems  were  not  resolved  in  a  timely  way.  But  90  percent 
of  the  problem  was  with  the  software  vendor,  5  percent  with  Palmetto  and  5  percent  with  us. 

Agency  E:  The  major  issue  is  electronic  billing.  The  switch  to  Palmetto  has  increased  the  accounts 
receivable  by  $1,000,000.  The  agency  has  not  been  paid  for  months  as  Palmetto  tries  to  sort  out  the 
electronic  billing.  The  average  number  of  days  outstanding  for  the  agency's  accounts  receivable  went 
from  55  to  90  days.  We  also  feel  we  have  been  given  inconsistent  information  by  Palmetto.  One  person 
would  say  that  the  agency's  billing  file  was  fine,  but  then  a  few  days  later  someone  else  would  say  that 
there  was  a  problem  with  it.  The  hospital  has  enough  cash  so  that  the  delay  in  getting  paid  has  not 
caused  too  much  hardship.  Nevertheless,  the  process  is  tieing  up  a  lot  of  money  that  the  hospital  would 
like  to  use  for  other  purposes.  If  things  are  not  resolved  soon,  the  agency  CEO  and  the  hospital  CFO 
will  be  under  considerable  pressure  from  the  hospital  and  corporate  management. 
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noted  that  the  customer  service  center  closes  for  lunch,  something  the  agencies  didn't  experience  with  their 
prior  Fiscal  Intermediary.  Agencies  reported  that  they  often  reached  voice  mail  when  they  called  PGB  A 
staff  and  that  calls  were  not  returned  promptly,  sometimes  not  for  several  days.  7  Even  some  agencies  that 
did  not  report  problems  in  implementing  the  demonstration  noted  that  PGBA  staff  were  slow  to  return 
calls.  Some  of  the  problem  in  reaching  PGBA  staff  resulted  from  the  difference  in  time  zones,  especially 
for  California  agencies,  which  had  only  a  "short  window  in  which  to  solve  problems  each  day."8  In 
addition,  several  agencies  commented  that  they  believed  that  PGBA  was  short-handed  during  the  early 
months  of  the  demonstration.  At  that  time,  in  addition  to  the  demonstration,  PGBA  was  taking  over  as  FI 
for  the  agencies  formerly  served  by  Blue  Cross  and  Blue  Shield  of  New  Mexico.  It  may  be  that  some  of 
the  difficulty  in  reaching  PGBA  staff  during  this  time  was  due  to  the  fact  that  they  were  on  the  road 
training  other  agencies,  both  inside  and  outside  of  the  demonstration. 

About  a  quarter  of  case  study  agencies  reported  delays  in  payment.  For  most  of  these,  the  delay  in 
payment  stemmed  from  difficulties  with  electronic  submission  of  bills.  But  there  were  other  payment 
problems—each  noted  by  one  or  two  agencies— including  the  failure  to  transfer  a  Texas  agency  to  the 
control  group  (rather  than  with  other  providers  from  the  New  Mexico  FI),  the  use  of  incorrect  rates  for 
hospice  claims  or  per-episode  payments,  and  the  failure  to  promptly  provide  detailed  information  needed 
by  an  agency  to  review  the  correctness  of  PGBA  payments. 

Some  agencies  experienced  cash  flow  problems  due  to  delays  in  submission  of  bills.  PGBA  provided 
accelerated  payments  to  several  of  these.  Other  agencies  that  experienced  delayed  payments  were  able 


7It  should  be  noted  that  PGBA  purposely  has  a  voice  mail  system  to  answer  all  incoming  calls  so  a 
knowledgeable  staff  person  may  return  all  demonstration-related  calls. 

*PGBA  responded  to  provider  complaints  regarding  the  time  zone  issue  by  extending  service  hours. 
During  a  6  month  time  period,  only  one  call  was  received  during  the  extended  hours.  PGBA  discontinued 
the  practice  since  it  was  not  cost  effective. 
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to  rely  on  affiliated  organizations  to  cover  their  cash  flow  problems.  Others  had  to  borrow,  and  incur 
interest  costs.  One  reported  "stretching  out"  payments  to  its  own  vendors  to  help  cover  its  cash  shortfall. 

One  of  the  key  sources  of  difficulties  arose  with  the  agencies  that  were  previously  receiving  Periodic 
Interim  Payments  (PIP).  Agencies  on  PIP  receive  payments  on  a  regular  basis  which  are  not  tied  to 
submitted  claims  but  are  based  on  the  agencies'  usual  reimbursement  level.  Theoretically  these  payments 
are  for  care  provided  two  weeks  prior.  The  demonstration  tried  to  accommodate  the  cash-flow  needs  of 
these  agencies  by  issuing  three  accelerated  payments  to  agencies.  These  occurred  on  the  second,  fourth 
and  sixth  week  after  an  agency  entered  the  demonstration,  which  is  when  the  agency  would  have  received 
PIP  payments.  However,  the  accelerated  payments  had  to  be  paid  back  when  the  episode  claims  were 
paid.  Because  there  were  delays  in  the  episode  claims  payment;  these  agencies  who  were  accustomed  to 
working  with  a  steady  cash-flow  had  significant  cash-flow  problems. 

2.    Special  Billing  Procedures  for  Treatment  Agencies 

The  payment  procedures  under  the  demonstration  are  described  in  Chapter  I.  To  review,  treatment 
agencies  are  paid  a  lump  sum  for  visits  rendered  during  the  first  120  days  of  a  home  health  episode,  which 
is  retrospectively  adjusted  for  the  patients'  severity  of  illness,  or  case-mix.  For  visits  rendered  after  the 
120-day  risk  period,  agencies  are  paid  on  a  per- visit  basis.  After  the  120-day  risk  period  has  elapsed,  an 
agency  may  receive  a  new  lump-sum  payment,  provided  that  it  has  not  provided  Medicare  home  health 
services  to  the  patient  for  a  period  of  at  least  45  days. 

These  payment  procedures  have  implications  for  billing.  In  order  to  implement  the  demonstration 
payment  procedure,  it  is  necessary  to  distinguish  between  visits  rendered  during  and  after  the  risk  penod. 
To  distinguish  the  visits,  treatment  agencies  submit  separate  bills  for  visits  during  the  risk  penod  and  for 
visits  after  that  penod;  agencies  have  to  "split"  their  bills  between  day  120  and  day  121  of  an  episode.9 


The  split-bills  is  necessary  because  present  billing  systems  do  not  record  the  date  of  the  actual  visit. 

106 


( 


( 


( 


The  demonstration  also  requires  that  agencies  submit  a  discharge  bill  (or  an  admit/discharge  bill)  in  order 
to  begin  a  new  episode  and  receive  an  additional  lump-sum  payment  for  a  patient  who  was  previously 
admitted.  Under  prospective  payment,  agencies  also  want  to  identify  and  count  episodes  to  monitor 
whether  they  receive  all  the  payments  to  which  they  are  entitled. 

These  changes  in  billing  and  payment  will  require  treatment  agencies  to  adopt  new  procedures.  Home 
health  agencies  typically  bill  on  a  periodic  basis  (monthly,  for  example)  for  all  visits  rendered  during  the 
poor  period.  They  do  not  split  the  bill  around  a  specified  day  in  the  episode,  nor  do  they  have  to  submit 
data  for  a  case  mix  adjustment.  While  procedures  exist  under  cost  reimbursement  that  permit  identification 
of  the  "discharge,"  or,  the  final  bill  pertaining  to  a  given  episode,  there  is  no  requirement  that  agencies  so 
identify  bills.  Many  do  not  do  so.  Under  cost  reimbursement,  agencies  are  paid  according  to  the  number 
of  visits  rendered  and  per-visit  costs.  Consequently,  their  accounting  and  management  information  systems 
reflect  that  focus.  Under  cost  reimbursement,  agencies  have  no  need  to  identify  episodes  (particularly  not 
episodes  as  defined  in  the  demonstration),  nor  to  monitor  the  cost  of  episodes  or  their  patients  casemix 
classification. 

Implementing  new  procedures  for  split  billing,  submission  of  discharge  bills,  identification  of 
episodes,  and  case-mix  classification  could  pose  problems  for  treatment  agencies.  During  the  site  visits, 
we  asked  treatment  agencies  whether  they  had  experienced  such  problems.  Almost  half  (17)  of  the  36 
agencies  in  the  treatment  group  reported  a  problem  with  these  factors,  and  14  of  these  17  agencies 
reported  a  problem  with  two  or  more  of  these  issues. 

a.    Split  Billing 

Implementation  Problems.  About  30  percent  (1 1 )  of  the  36  case  study  agencies  in  the  treatment 
group  reported  that  splitting  billing  around  120  days  presented  a  problem.  Other  agencies,  while  they 
reported  that  split  billing  had  not  been  a  problem,  indicated  that  they  had  been  concerned  about  it  or  had 
anticipated  the  problem  and  worked  to  resolve  it  before  beginning  demonstration  operations.  For  about 
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half  of  the  agencies  reporting  a  problem  with  split  billing,  the  problem  was  not  serious;  they  described 
their  problem  with  split  billing  as  relatively  minor  and  quickly  resolved.  Of  the  remaining  agencies,  three 
reported  that  splitting  billing  around  120  days  was  a  problem  because  their  electronic  billing  software  was 
not  designed  to  handle  it.  One  of  these  noted  that  its  billing  company  had  complained  and  that  the  agency 
was  being  forced  to  submit  bills  manually.  Another  reported  that  no  software  to  handle  split  billing  around 
120  days  exists,  making  it  necessary  for  the  agency  to  develop  its  own  system.  The  third  reported  that  its 
current  billing  software  was  self-built  and  could  not  handle  such  split  billing,  but  that  the  agency  was 
developing  a  new  system  that  would  handle  this  issue  easily.  An  executive  of  yet  another  agency  that 
reported  a  problem  with  split  billing  experienced  difficulty  with  electronic  transmission  of  bills  and  was 
not  sure  whether  the  source  of  the  "glitch"  was  split  billing  or  some  other  problem.  A  final  agency  (for 
which  split  billing  was  a  "terrible  problem")  also  was  unable  to  split  bills  around  inpatient  stays,  as 
required  by  Health  Care  Financing  Administration  (HCFA).  Before  the  demonstration,  it  had  been 
handling  the  need  for  split  billing  around  inpatient  stays  by  discharging  and  readmitting  the  patient  with 
a  new  start-of-care  date.  But,  the  agency  did  not  perceive  discharge  and  readmission  as  a  workable 
solution  to  the  need  for  split  billing  under  the  demonstration.  While  demonstration  procedures  do  not 
preclude  agencies  from  discharging  and  admitting  patients  at  their  discretion,  these  procedures  create 
incentives  to  reduce  admissions. 

These  incentives  are  of  two  types.  First,  demonstration-specific  data  collection  is  required  for  each 
admission  (case-mix  and  QA  data)  and  for  each  discharge  (QA  data).10  Second,  treatment  agencies  receive 
lump-sum  payments  starting  with  the  first  admission  during  the  demonstration.  The  agencies  discharge 
and  readmit  patients,  the  more  data  they  are  required  to  submit  and  the  more  difficult  it  becomes  for 
treatment  agencies  to  track  payments. 


10For  episodes  lasting  120  days  or  more,  the  QA  discharge  instrument  is  to  be  completed  120  days 
after  admission. 
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One  Massachusetts  agency  reported  that  billing  requirements  made  it  more  difficult  to  meet  state 
regulatory  requirements  regarding  tracking  readmissions.  The  state  required  that  the  agency  maintain  a 
record  of  readmissions  (defined  as  resumption  of  care)  to  facilitate  quality  assurance  review  of  such  cases. 
In  the  past,  the  agency  had  met  this  requirement  by  beginning  a  new  episode  (with  a  new  start-of-care  date) 
whenever  services  for  a  former  patient  were  resumed.  Under  the  demonstration  procedures,  however,  the 
agency  entered  the  original  start-of-care  date  unless  the  patient  was  eligible  for  a  new  lump-sum  payment. 
As  a  result  it  was  required  to  maintain  a  separate  system  to  track  cases  involving  a  resumption  of  care  as 
required  by  state  law. 

Implications  for  an  Ongoing  Program.  The  problem  of  the  interaction  of  demonstration  billing 
requirements  and  other  requirements  involving  admissions  has  implications  for  an  ongoing  program  of  per- 
episode  prospective  payment.  State  governments  (and  perhaps  the  federal  government)  may  want  to 
monitor  resumption  of  home  health  care,  as  means  of  assessing  premature  discharge  from  home  health 
care,  for  example.  However,  whether  or  not  an  agency  formally  readmits  a  patient  is  generally  irrelevant 
for  billing  under  prospective  payment.  The  needs  of  other  regulatory  bodies  for  information  on  readmission 
suggests  it  might  be  desirable  to  develop  a  way  to  indicate  that  a  bill  pertained  to  a  readmission  but  was 
associated  with  an  earlier  episode  for  payment  purposes. 

b.    Discharge  Bills 

Implementation  Problems.  About  20  percent  of  the  36  case  study  agencies  in  the  treatment  group 
reported  that  submission  of  discharge  bills  posed  a  problem  for  them.  The  problem  reported  most  often 
was  that  it  was  difficult  to  obtain  completed  discharge  paperwork  in  a  timely  way  (paperwork  which  the 
agency  needed  before  proceeding  with  processing  a  discharge  bill).  Case  Note  V.2  is  the  response  of  an 
agency  director  who  described  completing  the  discharge  paperwork  as  a  "chronic  problem."  Another 
agency  executive  felt  that  the  need  to  complete  the  quality  assurance  discharge  forms  was  "half  the 
problem"  with  discharge  paperwork  at  her  agency. 
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CASE  NOTE  V  2 

PROBLEMS  WITH  DISCHARGE  BILLS 

It's  a  problem  because  our  discharge  process  was  the  "tail."  The  paperwork  doesn't  get  done.  It's  a 
chronic  problem.  We  have  been  lax  on  discharges  on  the  system. 

Also,  we  are  trying  to  discourage  discharges  during  the  120  days.  We  would  like  to  keep  everyone  on 
for  120  days  and  do  telephone  checks  on  them,  and  then  try  to  remember  to  discharge  them  at  120  days. 
Now,  we  can't  because  we  can't  produce  a  discharge  bill  without  a  visit  during  the  month. 

Two  agencies  reported  that  PGBA's  billing  practices  were  not  flexible  enough  with  regard  to 
discharge  bills.  An  executive  of  one  of  these  agencies,  which  was  having  considerable  difficulty  with 
timely  submission  of  bills,  characterized  PGBA's  billing  system  as  "much  too  rigid."  The  other  agency 
concerned  about  the  flexibility  of  billing  is  the  agency  quoted  in  Case  Note  V.2;  it  would  like  to  submit  a 
discharge  bill  even  if  the  patient  did  not  receive  a  visit  during  that  billing  period.11 

Implications  for  an  Ongoing  Program.  While  discharge  bills  may  not  in  theory  be  necessary  in 
an  ongoing  system  of  per-episode  prospective  payment,  they  seem  to  us  to  be  needed  as  a  practical  matter. 
Assuming  that  episodes  are  defined  in  terms  of  days  since  admission  and  service  gaps  (as  in  the 
demonstration),  the  fact  that  an  agency  had  discharged  a  patient  would  theoretically  be  irrelevant  to 
payment 1:  It  clearly  would  be  necessary,  however,  to  identify  gaps  in  services  lasting  45  days  or  more 
after  day  120,  in  order  to  identify  episodes  eligible  for  new  lump-sum  payments.  Since  visits  after  day  120 
are  paid  on  a  per-visit  basis  and  agencies  have  to  submit  bills  for  these  visits,  gaps  in  visits  after  day  120 
could  in  theory  be  identified  from  claims  without  resorting  to  a  discharge  bill.  The  practical  difficulty 


"Presumably,  the  agency  could  adjust  the  bill  for  the  last  period  during  which  the  patient  received  a 
visit.  However,  making  adjustments  which  potentially  affect  the  definition  of  an  episode  (such  as  the  date 
of  discharge)  are  not  straightforward  since  agencies  cannot  update  PGBA's  episode  tracking  system 
electronically  and  must  instead  submit  a  hard-copy  form. 

12However,  agency  discharge  could  be  relevant  for  other  operations,  in  particular,  for  quality 
assurance. 
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arises,  however,  from  the  fact  that  the  FI  could  not  be  sure,  in  the  absence  of  a  discharge  bill,  whether  an 
apparent  gap  in  service  was  real  or  the  result  of  missing  bills. 

c.    Tracking  Episodes 

Implementation  Problems.  One  third  of  36  case  study  agencies  in  the  treatment  group  reported 
that  tracking  and  identification  of  new  episodes  posed  a  problem  for  them.  These  agencies  commonly 
reported  that  they  experienced  difficulty  revising  their  predemonstration  systems  to  identify  and  track  new 
episodes  and  prepare  reports  on  these  episodes.  Some  of  them  had  new  software  developed  for  this 
purpose,  others  had  developed,  or  were  in  the  process  of  developing,  new  manual  systems.  Manual 
systems  probably  were  not  workable  for  the  largest  agencies,  and  smaller  agencies  seemed  to  be  having 
mixed  success  with  manual  systems,  as  illustrated  in  Case  Note  V.3. 

CASE  NOTE  V.3 

TRACKING  EPISODES 

Very  Large  Agency  A:  Our  agency  has  600  patients.  The  internal  tracking  process  is  difficult.  We 
had  to  pay  a  programmer  to  write  code  to  implement  it.  It  cost  the  agency  about  $250,000  in 
programming  costs,  training  staff,  and  executive-team  time  to  implement  and  monitor  the  demonstration. 

Medium-Sized  and  Small  Agencies 

Agency  B:  Had  to  figure  out  a  way  to  do  this.  Created  a  tool  to  record  the  key  dates  (start-of-care,  end- 
of-episode)  so  can  track  this. 

Agency  C:  We  cannot  do  tracking  now  automatically.  We  are  trying  to  do  it  manually,  but  anything 
manual  does  not  work  well.  We  think  that  the  computer  system  will  track  episodes  in  the  future,  as  soon 
as  they  can  get  the  software  set  up. 

Implications  for  an  Ongoing  Program.  Case  Note  V.2  (in  previous  subsection)  raises  an  issue  for 
tracking  episodes  in  an  ongoing  program:  what  services  are  to  be  recognized  in  defining  an  episode.  Under 
cost  reimbursement,  the  services  of  nurses,  aides,  therapists,  and  social  workers  are  considered  for 
payment  only  when  those  services  involve  visits.  Under  a  per-episode  prospective  payment  system,  on  the 
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other  hand,  it  is  desirable  to  encourage  the  substitution  of  other  forms  of  services  for  visits,  when  doing 
so  will  result  in  greater  efficiency.  Encouraging  such  substitution  seems  particularly  appropriate  during 
the  1 20-day  risk  period,  but  may  also  be  applicable  during  the  outlier  period.  Assuming  discharge  bills 
are  necessary  under  a  per-episode  system  (we  argued  earlier  that  they  are),  we  believe  consideration  should 
be  given  to  permitting  submission  of  discharge  bills  for  patients  who  are  not  receiving  visits  in  order  to 
encourage  efficiency.  For  example,  discharge  bills  might  be  submitted  following  a  course  of 
telemonitonng. 

If  care  provided  without  a  visit  were  to  be  considered  a  service  for  defining  episodes,  we  would  no 
longer  be  able  to  identify  gaps  in  services  from  bills  pertaining  to  visits  alone.  Therefore,  consideration 
should  also  be  given  to  how  gaps  in  services  are  to  be  tracked  and  new  episodes  identified  if  the  definition 
of  services  is  broadened  under  per-episode  prospective  payment. 

d.    Case  Mix  Data  Collection 

Implementation  Problems.  Agencies  noted  that  they  experienced  some  problems  with  the  collection 
and  submission  of  the  patients'  casemix  data.  These  problems  were  mostly  internal  problems  for  the 
agencies-for  example,  nurses  forgot  to  check  appropnate  boxes  or  data  entry  clerks  had  difficulty  adapting 
to  the  new  requirements.  However,  the  demonstration  implementors  noted  that  a  number  of  agencies  had 
difficulty  submitting  the  case  mix  data.  In  most  cases  there  were  software  errors— either  vendors  submitted 
the  casemix  data  in  the  wrong  place  or  in  an  incorrect  format.  These  problems  were  relatively  minor—that 
is,  they  could  be  fixed  relatively  easily.  But  the  cumulative  effect  of  all  these  small  problems  required  a 
fair  amount  of  resources  to  solve. 

Implications  for  an  Ongoing  Program.  Although  the  collection  of  casemix  data  was  intentionally 
kept  to  a  minimum,  a  number  of  agencies  experienced  small  glitches.  Although  this  will  not  be  a  problem 
for  an  on-going  program,  when  prospective  payment  is  implemented  nationwide  these  small  glitches  could 
be  multiplied  into  major  problems  if  sufficient  resources  are  not  available  to  resolve  the  issues  quickly. 
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One  method  to  avoid  the  glitches  is  to  have  the  required  reporting  formats  made  available  to  providers 
in  advance  of  the  actual  implementation  of  prospective  payment.  Allowing  sufficient  time  for  billing 
vendors  to  design  new  electronic  billing  formats  and  thoroughly  test  them  will  minimize  the  number  of 
foreseeable  startup  problems. 

C.    MEDICAL  REVIEW 

As  for  billing,  two  types  of  issues  arise  with  respect  to  medical  review:  ( 1 )  those  that  pertain  to 
changing  the  FI,  which  are  applicable  to  both  the  treatment  and  control  agencies,  and  (2)  those  that  are 
unique  to  prospective  payment  and  apply  only  to  the  treatment  agencies.  Since  agencies  would  presumably 
not  be  required  to  change  FIs  in  a  national  program  of  prospective  payment,  the  first  type  has  implications 
only  for  the  evaluation.  Since  some  medical  review  would  almost  surely  be  required  in  a  national  program, 
however,  the  second  type  of  issue  has  implications  for  the  future  as  well  as  the  evaluation. 

1.    Changing  FI  and  Medical  Review 

Although  case  study  agencies  had  relatively  little  experience  with  medical  review  at  the  time  of  our 
site  visits,  they  mentioned  several  situations  in  which  PGBA's  interpretation  of  the  Medicare  coverage 
regulations  apparently  differed  from  that  of  their  former  FIs.  PGBA  was  viewed  as  strict  about 
homebound  status.  One  agency  noted  that  PGBA  had  warned  them  dunng  training  about  its  strict 
definition  of  homebound  status.  Another  commented  on  PGBA's  strict  definition  of  homebound  status  for 
patients  in  adult  day  care.  That  agency  viewed  the  PGBA  definition  as  essentially  prohibiting  the  use  of 
adult  day  care.13  Case  Note  V.4  is  the  comment  of  this  agency.  PGBA  was  also  viewed  as  strict  about 
authorizing  home  health  aide  visits.  This  issue  had  also  come  up  at  training;  one  agency  noted  that  PGBA 
had  warned  that  it  would  not  approve  daily  visits  for  a  bath  unless  there  was  a  medical  reason  (for  example, 

13Based  on  training  sessions  we  attended,  our  understanding  is  that  PGBA  (following  instructions 
from  HCFA's  Regional  Office  in  Atlanta)  considers  patients  attending  adult  day  care  to  be  homebound 
only  if  they  receive  medical  care  for  an  extended  portion  of  the  time  they  spend  at  the  day  care  center. 
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incontinence).  Two  agencies  commented  that  PGBA  was  stricter  in  interpreting  the  need  for  skilled  care 
than  the  need  for  care  plan  management  and  evaluation.  One  of  these  noted  that  it  had  been  forced  to 
discharge  some  of  its  patients  as  a  result  of  this  approach.  Finally,  one  agency  noted  that  PGBA  differed 
in  what  supplies  it  would  pay  for  and  seemed  to  look  askance  at  certain  ICD-9  codes. 

CASE  NOTE  V  4 

HOMEBOUND  STATUS  AND  ADULT  DAY  CARE 

PGBAs  interpretation  of  adult  day  care  differs  from  that  of  New  Mexico.  If  someone  goes  to  day  care, 
they  are  not  considered  to  be  homebound.  But  patients  can  be  too  incontinent  or  incompetent  to  leave 
at  home.  The  family  has  to  stay  with  them  at  home  to  get  Medicare  services  at  home.  They  can't  use 
day  care  for  respite  or  to  go  to  work. 

2.    Demonstration-Specific  Procedures  for  Medical  Review 

As  indicated  in  Chapter  I,  all  demonstration  treatment  episodes  are  subject  to  "abbreviated  medical 
review"  to  ascertain  that  at  least  one  covered  skilled  visit  was  rendered.  To  facilitate  this  review,  agencies 
were  required  to  submit  HCFA  form  486  (or  other  clerical  documentation)  on  all  such  episodes. 
Treatment  agencies  appeared  to  understand  the  requirement  for  abbreviated  medical  review,  with  one 
exception. 

At  the  time  of  the  site  visits,  few  agencies  reported  problems  with  medical  review.  Most  of  the 
reported  problems  pertain  to  the  requirement  to  submit  486  forms.  Completion  of  these  forms  presented 
a  problem  because  HCFA  had  relaxed  the  general  requirement  for  doing  so  several  years  earlier.  As  a 
result,  many  agency  staff  no  longer  understood  what  was  involved  in  completing  a  486  form.  Also,  PGBA 
may  have  had  somewhat  different  requirements  for  486  completion  than  other  FIs.  One  agency  executive 
reported  that  PGBA  was  considerably  more  "picky"  about  the  486  than  their  former  FI.  PGBA  wanted 
a  "a  very  detailed  486  with  very  specific  information  in  very  specific  fields,"  she  said.  Submission  of  486 
data  was  also  a  problem.  Since  these  forms  are  no  longer  generally  required,  many  software  packages  no 
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longer  support  electronic  submission.  Some  agencies  had  to  submit  486  forms  in  hard  copy.  One  agency 
reported  a  delay  in  payment  because  it  was  not  aware  that  486  forms  were  required  and  not  prepared  to 
submit  them  in  a  timely  way.  Another  agency  that  was  experiencing  longer  lag  times  in  payment  receipt 
than  it  was  accustomed  to  under  cost  reimbursement,  believed  the  delay  might  be  associated  with  episode 
claims  awaiting  medical  review. 

At  the  time  of  the  site  visits,  only  one  agency  reported  a  problem  with  the  criteria  applied  during 
abbreviated  medical  review.  This  agency  reported  that  PGBA  was  looking  for  much  more  than  one 
covered  skilled  visit  during  the  episode  and  was  raising  questions  about  matters  over  which  the  agency  had 
no  control.  An  agency  executive  cited  an  example,  "If  the  physician  prescribes  intramuscular  medications, 
PGBA  asks  why  the  patient  is  not  taking  medications  orally." 

From  the  PGBAs  perspective,  the  100  percent  medical  review  procedures  caused  significant 
problems.  The  sheer  volume  of  the  number  of  reviews  to  complete,  and  the  length  of  time  it  required  to 
complete  the  reviews,  was  more  than  anticipated.  As  a  result,  it  took  PGBA  50-75  days  to  complete  initial 
reviews  and  pay  the  agencies;  much  more  longer  than  the  14  days  it  had  originally  anticipated.  This,  in 
turn,  led  to  agency  cash  flow  problems  (although,  at  the  time  of  our  site  visits,  few  agencies  understood 
that  medical  review  caused  the  payment  delays).1415 


14In  July  1996,  HCFA  and  Abt  began  discussing  reducing  the  number  of  admissions  subject  to 
abbreviated  medical  review.  Originally,  the  intent  was  to  select  for  review  cases  meeting  certain  criteria. 
When  this  proved  infeasible,  PGBA  recommended  that  the  proportion  of  episode  claims  selected  for 
review  be  reduced  to  an  average  of  25  percent  on  the  grounds  that  few  claims  were  being  denied,  that 
medical  review  delayed  payment,  and  that  medical  review  of  1 00  percent  of  claims  would  not  be  feasible 
in  an  ongoing  program  of  per-episode  payment.  The  percentage  of  admissions  reviewed  may  be  raised 
or  lowered  for  each  provider  depending  on  the  volume  of  claims  and  denial  experience.  This 
recommendation  was  accepted  by  HCFA  in  late  1996. 

15Home  Health  Line,  October  21,  1996. 
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D.    QUALITY  ASSURANCE 

Quality  assurance  data  collection  began  after  a  number  of  site  visits  had  been  completed.  Training 
for  the  collection  of  quality  assurance  data  took  place  in  the  late  winter  of  1 996.  Test  collection  of  that  data 
began  the  following  Apnl,  and  full  data  collection  began  in  May.  For  site  visits  conducted  in  February  or 
later  (to  agencies  entering  the  demonstration  in  October  1995),  we  included  questions  on  whether  there 
had  been  any  difficulties  in  the  agency's  interaction  with  CHPR.  We  also  asked  (if  data  collection  was 
underway)  whether  the  agency  had  so  far  found  that  data  collection  to  be  burdensome. 

Relatively  few  of  the  agencies  asked  about  quality  assurance  data  collection  reported  difficulties 
interacting  with  CHPR,  but  a  large  majority  found  the  quality  assurance  data  collection  procedures 
burdensome.  Less  than  20  percent  of  them  reported  difficulties  interacting  with  CHPR,  and  some 
volunteered  compliments  about  CHPR  personnel.  However,  three  quarters  of  these  agencies  reported  that 
they  found  the  quality  assurance  procedures  burdensome. 16 

As  Case  Note  V.5  indicates,  agency  perception  of  the  level  of  burden  involved  in  quality  assurance 
data  collection  (among  those  that  perceived  it  as  burdensome)  varied  considerably—from  the  view  that  the 
burden  was  far  outweighed  by  the  data's  value,  to  the  view  that  the  effort  required  was  overwhelming.17 


l6The  items  about  interacting  with  CHPR  were  asked  of  45  agencies.  Those  about  implementation 
of  the  quality  assurance  data  collection  were  asked  of  41  agencies.  Four  agencies  had  completed  quality 
assurance  training  but  had  not  yet  begun  to  collect  data. 

17As  indicated  in  Chapter  5,  HCFA's  QA  specifications  at  the  time  of  enrollment  called  for  less  data 
collection  than  those  adopted  after  the  QA  contractor  was  selected. 
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CASE  NOTE  V  5 

VARIOUS  PERCEPTIONS  OF  BURDEN  OF  QUALITY  ASSURANCE  DATA  COLLECTION 

Agency  A:  It's  value  far  outweighs  the  extra  time. 
Agency  B:  It's  probably  not  an  inappropriate  burden. 

Agency  C:  Our  staff  just  accepted  it  They  know  we  are  not  looking  for  busy  work  for  them. 
Agency  C:  Nurses  grumble.  But  it's  not  a  problem.  Just  an  additional  job. 
Agency  E:  God,  it's  so  long! 

Agency  F:  The  RNs  don't  want  to  do  it.  They  don't  get  paid  enough. 

Agency  G:  It  was  a  nasty  surprise.  What  we  were  shown  at  demonstration  enrollment  was  a  very 
brief  QA  form. 

Agency  H:  We  were  just  floored  by  it.  We  always  knew  it  would  be  long,  but  the  frequency  that  they 
want  it  collected  is  just  overwhelming. 


The  drive  to  increase  efficiency  with  increased  penetration  of  managed  care  and  under  prospective 
payment  contributes,  we  believe,  to  the  perception  that  the  quality  assurance  data  collection  is  burdensome 
because  agencies  now  find  it  more  difficult  to  absorb  the  costs  of  data  collection.  The  executive  of  Agency 
H  quoted  in  Case  Note  V.5  put  it  this  way,  "There  is  a  real  dichotomy  here.  Managed  care  wants  rock 
bottom  prices.  But  Medicare  wants  to  increase  the  reporting  requirements.  Managed  care  does  not  want 
to  pay  for  Medicare  to  collect  its  data.  So  I'm  in  two  worlds,  and  it  is  crazy."18 

Case  study  agencies  raised  a  number  of  specific  issues  about  the  quality  assurance  data  collection 
procedures.  Those  most  often  brought  up  are  the  time  and  cost  of  data  collection,  item  wording,  tracking 
of  inpatient  admission  and  collection  of  data  on  patients  with  admissions,  revision  of  the  forms  after 
training,  and  delay  in  implementation. 

Time  and  Cost  of  Data  Collection.  Over  a  third  of  case  study  agencies  that  had  begun  to  implement 
quality  assurance  data  collection  commented  on  the  time  or  monetary  cost  required. 

At  the  time  of  site  visits,  the  time  reported  for  completing  the  admission  quality  assurance  forms 
averaged  28  minutes;  the  time  for  the  discharge  forms  averaged  18  minutes.  It  is  important  to  note, 


'"Medicare  accounting  regulations  generally  require  that  costs  be  allocated  equally  across  all  visits, 
regardless  of  payer. 
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however,  that  many  of  the  site  visits  took  place  very  shortly  after  agencies  began  to  implement  quality 
assurance  data  collection.  Several  agencies  noted  that  they  expected  the  average  time  required  to  fall  as 
staff  became  more  experienced  with  the  forms. 

Several  agencies  noted  that  they  had  incurred  additional  expense  to  implement  the  quality  assurance 
data  collection.  Some  mentioned  that  they  had  hired  additional  quality  assurance  or  clerical  staff  or 
purchased  equipment  to  assist  in  collecting  and  processing  the  data.  One  (that  had  not  yet  implemented 
quality  assurance  data  collection)  noted  that,  as  a  result  of  earlier  layoffs,  it  did  not  have  enough 
administrative  staff  to  process  the  forms.  Two  agencies  mentioned  that  their  field  staff  wanted  to  be  paid 
for  the  additional  time  required  to  complete  the  quality  assurance  forms.  One  noted  that  it  had  begun 
paying  its  staff  (who  are  paid  on  a  per-visit  basis)  an  additional  amount  for  opening  a  case  to  compensate 
them  for  completing  the  forms. 

Item  Wording.  About  a  third  of  the  case  study  agencies  that  had  begun  to  implement  quality 
assurance  data  collection  reported  problems  with  question  wording  on  the  forms.  Several  noted  that  it  was 
sometimes  difficult  to  interpret  the  meaning  of  questions  and  follow  the  skip  logic.  Some  mentioned 
having  difficulty  with  the  questions  on  wound  care,  others  that  the  response  categones  did  not  seem  to  fit 
some  patients  and  that,  as  a  result,  nurses  tended  to  leave  some  items  blank.  Still  others  mentioned  that  the 
response  codes  were  not  internally  consistent  from  item  to  item  and  that  this  caused  confusion.  One 
example  given  were  the  inconsistent  response  codes  found  in  items  on  activities  of  daily  living.  Sometimes 
they  include  a  response  category  involving  the  use  of  equipment  and  sometimes  they  do  not.  Finally,  some 
agencies  noted  that  the  form  did  not  include  a  space  to  record  who  had  completed  it,  making  it  more 
difficult  to  identify  which  nurse  to  contact  if  some  items  were  not  completed. 
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Tracking  of  Inpatient  Admissions  and  Timing  of  Data  Collection.  CHPR  requires  that  agencies 
complete  the  quality  assurance  form  used  at  discharge  if  a  patient  is  admitted  to  inpatient  care  for  at  least 
48  hours  during  the  home  health  episode  (whether  or  not  the  patient  is  discharged  from  home  health  care) 
and  complete  the  form  used  at  admission  when  such  a  patient  returns  to  home  health  care. 

About  30  percent  of  the  41  case  study  agencies  that  had  begun  to  implement  quality  assurance  data 
collection  reported  that  data  collection  involving  inpatient  admissions  was  particularly  difficult.  (This 
group  includes  a  few  agencies  that  did  not  view  quality  assurance  data  collection  as  burdensome  overall.) 
Most  of  these  agencies  were  concerned  about  identifying  and  tracking  hospital  admissions.  Those  that  did 
not  routinely  discharge  patients  admitted  to  the  hospital  (or  nursing  home),  were  faced  with  the  need  to  add 
a  new  system  to  track  inpatient  admissions. 

Another  issue  was  how  to  treat  patients  who  were  frequently  admitted  for  inpatient  care,  such  as  a 
patient  who  was  admitted  for  48  hours  every  14  days  for  radiation  therapy.  CHPR  resolved  this  issue  by 
permitting  a  short  form  to  be  used  in  such  a  case,  which  reduced  the  data  collection  burden. 

Case  study  agencies  also  reported  that  it  was  difficult  to  identify  hospitalized  patients  in  a  timely  way, 
and  that,  as  a  result,  the  quality  of  the  data  was  compromised.  Note  V.6  is  the  comment  of  one  agency 
executive  on  this  problem. 

CASE  NOTE  V.6 

DIFFICULTIES  IDENTIFYING  HOSPITAL  ADMISSIONS 

This  [the  quality  assurance  data  collection]  is  a  nightmare,  especially  when  they  expect  you  to  get 
information  when  the  patient  is  in  the  hospital— we  just  have  no  way  to  track  this.  Half  the  time  the  nurse 
doesn't  even  know  that  the  patient  was  in  the  hospital.  And  let's  say  she  finds  out  [that  the  patient  is 
in  the  hospital]  when  she  makes  a  visit  and  the  last  visit  was  two  weeks  earlier.  Well,  how  is  she 
supposed  to  remember  what  the  patient  was  like  prior  to  hospitalization.  It  is  not  going  to  be  very  good 
data.  And  what  are  we  going  to  do  if  the  nurse  didn't  know  the  patient  was  in  the  hospital,  and  they 
[CHPR]  tells  us  four  months  later9  Fill  it  out  then9  It  just  isn't  going  to  work. 
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A  somewhat  different  problem  was  raised  by  the  same  agency  executive— the  timing  of  the  data 
collection  120  days  after  admission.19  CHPR's  procedures  call  for  completion  of  the  form  dunng  a  five- 
day  "window"  around  the  120th  day.  Case  Note  V.7  presents  this  executive's  comment  on  the  difficulty 
imposed  by  this  regulation. 

CASE  NOTE  V.7 

TIMING  OF  COMPLETION  OF  FORM  AFTER  120  DAYS 

Another  issue  is  the  120-day  instrument.  Well  this,  at  least  our  software  can  tell  us  about  [that  is,  flag 
when  the  instrument  is  due  to  be  completed].  But  what  if  we  don't  need  to  make  a  visit  at  120  days? 
They  don't  want  to  pay  us  to  make  a  visit  just  to  collect  the  data,  right?  Well,  we're  just  going  to  collect 
it  at  the  next  regularly  scheduled  visit.  And  if  it's  later,  it's  later.  We  can't  kill  ourselves  over  this. 

Revision  of  Forms  and  Delays.  The  delay  in  implementing  the  quality  assurance  data  collection  was 
problematic  for  about  1 5  percent  of  case  study  agencies.  The  delay  occurred  shortly  after  the  regional 
training  sessions  on  the  quality  assurance  component  while  the  three  contractors  and  HCFA  negotiated 
final  revisions  to  the  forms.  Although  the  training  session  emphasized  that  the  draft  forms  were  in  the 
process  of  being  revised,  four  of  the  agencies  reported  that  they  trained  their  staff  on  the  initial  version  of 
the  quality  assurance  forms.  Consequently,  they  had  to  be  retrained  once  the  forms  were  finalized. 
Executives  at  the  remaining  two  agencies  reported  that  the  delays  in  implementation  impacted  their  ability 
to  manage  their  time;  one  of  these  commented,  "I  broke  my  neck  trying  to  get  everything  set  up  and  then 
they  didn't  implement  on  time." 


19No  other  agency  raised  this  issue  dunng  the  site  visits;  however,  another  agency  subsequently  did 
so.  CHPR  suggests  that  agencies  reschedule  the  next  visit  dunng  the  five-day  window,  and  is  willing  to 
work  with  agencies  on  a  case-by-case  basis  to  achieve  this  goal. 
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E.    COSTS  OF  PARTICIPATION 

We  also  asked  the  case  study  agencies  to  estimate  the  financial  costs  of  implementing  the 
demonstration. 

1.    Estimated  Costs 

While  most  of  the  case  study  agencies  were  able  to  report  whether  they  had  incurred  a  particular  type 
of  cost  in  implementing  the  demonstration,  only  about  4  in  10  could  estimate  the  magnitude  of  these  costs. 
Moreover,  several  of  the  agencies  that  did  estimate  the  magnitude  of  their  costs,  cautioned  that  their 
estimates  were  "rough."  In  addition,  it  is  likely  that  some  agencies  reported  only  start-up  costs,  rather  than 
full  costs  over  the  life  of  the  demonstration.  Finally,  expenses  to  implement  the  demonstration  quality 
assurance  procedures  have  clearly  been  understated.  Many  case  study  agencies  had  not  begun  to 
implement  the  quality  assurance  procedures  at  the  time  of  the  site  visits,  so  we  did  not  ask  about  this  type 
of  expense.  Moreover,  some  of  the  agencies  that  had  begun  to  implement  the  quality  assurance  procedures 
had  only  just  begun  to  do  so. 

Table  V.  1  presents  the  percentage  of  case  study  agencies  that  reported  incurring  various  types  of 
demonstration  costs.  (We  have  excluded  costs  for  implementing  the  demonstration  quality  assurance 
procedures,  because  of  the  understatement  described  above.  We  will  revisit  the  costs  of  implementing  the 
quality  assurance  procedures  in  the  second  round  of  site  visits.) 

TABLE  V  I 

TYPES  OF  COSTS  INCURRED  IN  IMPLEMENTING 
THE  DEMONSTRATION 

Case  Studv  Agencies  Reporting  Incurring  Cost 
(N  =  67) 


Type  of  Demonstration  Costs  Number  Percent 

Demonstration-Related  Training  36  54 

Implementing  New  Billing  Procedures  24  36 

Reprogramming  Billing  to  Meet  PGBA  Requirements  28  42 

Implementing  New  Management  Information  Systems  12  18 

Other  10  .15 
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The  most  commonly  reported  demonstration  expense  was  staff  training.  More  than  half  of  the 
agencies—about  an  equal  number  of  treatment  and  control  agencies—reported  incurring  some  costs  here, 
typically  less  than  $10,000. 

Just  over  a  third  of  the  case  study  agencies  (24  agencies)  reported  incurring  costs  to  implement  new 
billing  procedures,  and  about  40  percent  of  them  reported  costs  to  reprogram  billing  systems.  The 
agencies  reporting  costs  to  implement  new  billing  procedures  are  about  equally  split  between  the  treatment 
and  control  groups.  More  treatment  than  control  agencies  reported  reprogramming  expenses  (53  versus 
29  percent),  however,  this  is  likely  a  reflection  of  the  special  billing  requirements  for  prospective  payment 
(such  as  splitting  bills  between  days  120  and  121).  For  most  of  the  agencies  providing  dollar  estimates, 
the  combined  costs  incurred  for  reprogramming  and  implementation  of  billing  were  typically  between 
$2,000  and  $7,000.  But  a  few  agencies  incurred  much  larger  costs;  one  agency  estimated  that  it  spent 
$250,000  on  reprogramming  for  demonstration  billing  and  implementing  a  new  management  information 
system. 

Just  under  20  percent  of  case  study  agencies  reported  incurring  costs  for  new  management 
information  systems.  Only  one  agency  reported  spending  more  than  $1 5,000  for  such  a  system. 

Agency  expenses  listed  in  the  'other1  category  were  varied.  Among  the  expenses  included  were  the 
cost  of  collecting  case  mix  data  and  payment  of  interest  on  a  line  of  credit  following  delays  in  billing  and 
payment.20  Other  agencies  listed  expenses  for  staff  and  computer  time  in  the  "other"  category  because  they 
could  not  specifically  attribute  the  expenses  to  any  other  category. 

Of  the  29  case  study  agencies  that  were  able  to  estimate  costs  for  implementing  the  demonstration, 
most  incurred  relatively  small  expenses.  Fifteen  of  them  estimated  that  they  incurred  costs  of  no  more  than 

:oA  Texas  agency  reported  having  to  repay  $1,000,000  (in  installments  of  $130,000  each)  because 
PGB  A  interprets  the  regulations  on  the  frequency  of  PEP  payments  differently  than  its  former  FI,  Blue 
Cross/Blue  Shield  of  New  Mexico  (BCBS/NM).  However,  since  PGB  A  assumed  responsibility  for  all 
agencies  served  by  BCBS/NM  before  the  demonstration,  we  have  not  treated  this  as  a  cost  of  the 
demonstration. 
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$20,000  over  the  life  of  the  demonstration.  Only  seven  agencies  reported  that  their  total  demonstration 
costs  would  be  more  than  $50,000.  The  highest  estimate  of  demonstration  costs  ($430,000)  included 
extensive  reprogramming  of  the  agency's  billing  system  and  increased  staff  trips  to  the  central  office  to 
submit  the  required  forms  for  quality  assurance  and  case  mix  adjustment.  The  next  highest  estimate  of 
costs  ($255,000)  included  the  costs  of  implementing  new  billing  and  management  information  systems. 
Other  larger  estimates  were  typically  for  implementing  the  new  quality  assurance  procedures  and  for  hiring 
new  staff  to  meet  demonstration  demands. 

2.    Implications  for  a  National  Program 

To  date,  the  major  cost  lesson  of  the  demonstration  is  that  programming  costs  for  new  billing  and 
management  information  systems  can  be  quite  substantial.  One  way  to  reduce  these  costs  would  be  to 
publicly  announce  the  billing  and  information  requirements  of  the  per-episode  system  well  before  its  initial 
implementation  so  that  vendors  would  have  an  opportunity  to  develop  products  that  agencies  could 
purchase  "off  the  shelf,"  rather  than  having  to  develop  their  own  systems  "from  scratch."21  In  addition, 
by  establishing  the  billing  requirements  in  detail  in  advance,  and  allowing  vendors  to  test  their  programs 
with  the  Fiscal  Intermediaries'  software,  a  number  of  billing  snags  could  be  identified  and  fixed  poor  to 
actual  implementation. 

A  second  lesson  that  was  learned  was  that  the  resource  demands  on  the  fiscal  intermediary  dunng  the 
transition  phase  were  substantially  greater  than  anticipated.  These  resource  constraints  were  compounded 
by  the  removal  of  other  fiscal  intermediaries  from  the  Medicare  system.  PGB  A  had  to  pick  up  the  work 
of  these  former  Fiscal  Intermediaries  at  the  same  time  as  implementing  the  demonstration,  making  it  more 


21  While  competitors  across  vendors  should  dnve  down  the  costs  of  such  software  in  an  ongoing 
program.  This  was  not  necessarily  the  case  in  the  demonstration.  One  vendor  that  had  charged  one 
demonstration  agency  $10,000  for  software  modifications,  attempted  to  charge  another  $10,000  for  the 
same  modifications  Abt  Associates,  Inc.  alerted  all  agencies  using  that  software,  and  they  obtained  the 
modifications  for  a  total  of  $10,000,  with  the  cost  shared  across  agencies. 
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difficult  to  quickly  address  the  problems  arising  from  the  demonstration.  When  HCFA  implements 
prospective  payment  nationwide  the  transition  will  be  smoother  if  the  same  FIs  remain  in  place  during  the 
entire  phase-in  effort. 

Finally,  we  also  found  that  the  change  in  the  payment  method  significantly  affected  the  agencies'  cash 
flow-especially  those  that  were  previously  paid  under  PIP.  During  the  demonstration,  the  FI  was  able  to 
make  a  larger  number  of  accelerated  payments  and  give  individual  agencies  a  significant  amount  of  help 
in  alleviating  their  cash  flow  problems.  Under  a  national  program  these  problems  are  likely  to  arise  again, 
but  the  ability  of  the  fiscal  intermediary  to  make  special  payment  provisions  will  be  limited.  HCFA  may 
wish  to  consider  alternative  methods  to  ensure  that  agencies  with  tight  cash  flows  are  not  financially  ruined 
during  the  change  to  prospective  payment. 
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VI.  AGENCY  MISSION  AND  STRATEGY 


With  the  growing  importance  of  managed  care  and  the  creation  of  networks  of  affiliated  health  care 
providers,  the  home  health  industry  is  in  transition.  The  transition  is  so  profound  that  Medicare-certified 
home  health  agencies  are  restructuring  their  missions  and  revising  their  strategies  for  corporate  success. 

A.   AGENCY  MISSION 

Because  we  hypothesized  that  agencies  with  different  missions  would  respond  differently  to  the 
incentives  of  per-episode  prospective  payment,  we  asked  several  executive  and  clinical  staff  members  at 
the  agencies  we  visited  to  describe  the  mission  of  their  agency.  We  requested  and  reviewed  mission 
statements.  We  also  tried  to  assess  to  what  extent  the  staff  shared  the  goals  of  the  mission  statement 
(although  this  assessment  proved  problematic)  and  asked  whether  the  mission  of  the  agency  had  changed 
in  the  three  years  preceding  our  visit.  In  our  analysis,  we  characterized  the  descriptions  of  agency  mission 
with  respect  to  the  presence  of  several  components,  including  the  promotion  of  high-quality  care  delivery; 
community  service;  efficiency  in  operation  and  generation  of  a  profit  or  surplus;  and  patient  independence. 

1.    Mission  Components 
a.    High-Quality  Care 

Nearly  all  the  agencies  mentioned  providing  high-quality  care  as  part  of  their  mission  or  included  it 
in  their  written  mission  statement.  The  few  exceptions  included  a  handful  of  agencies  for  which  no  written 
mission  statement  was  available  and  an  agency  which  focused  on  mental  health  services.  Staff  appeared 
to  share  the  goal  of  providing  high-quality  care.  For  example,  one  nursing  supervisor  said  that  she  "could 
not  work  in  any  other  way  but  to  give  care  that  was  of  the  highest  quality.'1 
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b.    Community  Service 

Service  to  the  community  was  included  in  the  mission  statement  or  mentioned  by  executives  or  staff 
in  describing  the  agency's  mission  in  about  70  percent  of  the  site  visit  agencies.  However,  community 
service  was  mentioned  in  the  description  of  agency  mission  more  often  in  nonprofit  agencies  (83  percent) 
than  in  for-profit  agencies  (59  percent).  In  addition,  executt\  es  of  over  half  of  the  agencies  and  virtually 
all  of  the  visiting  nurse  associations  mentioned  the  agency's  commitment  to  community  service  in 
describing  the  history  of  the  agency. 

To  the  extent  that  we  can  judge,  staff  also  seemed  to  be  quite  committed  to  community  service.  Case 
Note  VI.  1  presents  the  response  of  one  executive  when  asked  about  the  extent  to  which  agency  staff  shared 
the  mission  of  community  care. 

CASE  NOTE  VI.  1 

STAFF  SHARING  OF  MISSION  TO  PROVIDE  COMMUNITY  CARE 

Last  year  I  held  42  focus  groups  with  staff  about  how  we  could  better  express  the  mission  of  this 
agency.  I  was  amazed  at  how  ingrained  the  mission  of  community  care  was.  Many  of  the  staff, 
especially  the  aides,  see  this  work  as  their  calling  in  life.  The  nurses  providing  long-term  care  services 
(under  a  special  state  program)  have  to  love  this  work  or  they  would  not  do  it;  it  is  "an  awful  job."  Even 
the  managers  have  to  work  long  hours;  they  see  patients  when  this  is  needed,  sometimes  on  weekends. 

In  about  a  third  of  the  case  study  agencies,  service  without  regard  to  the  patient's  ability  to  pay  was 
mentioned  as  part  of  the  agency  mission.  All  of  the  agencies  mentioning  service  regardless  of  ability  to 
pay  were  freestanding,  voluntary  nonprofit  agencies  or  agencies  affiliated  with  hospitals  founded  by 
religious  organizations.  Most  were  visiting  nurse  associations.  One  chief  executive  of  a  visiting  nurse 
association  commented  that  his  agency's  primary  mission  was  a  charitable  one,  noting  the  agency's  board 
had  made  it  very  clear  (when  it  reviewed  the  mission  statement  two  years  before)  that  the  agency  existed 
not  because  of  its  substantial  Medicare  and  managed  care  business  but  because  of  the  relatively  small 
amount  of  chanty  care  that  it  provides. 
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Nonetheless,  nonprofit  agencies  are  limited  in  their  ability  to  serve  those  without  the  ability  to  pay. 
Staff  of  several  agencies  committed  to  providing  chanty  care  acknowledged  that  their  ability  to  do  so  was 
limited  by  their  need  to  remain  financially  viable.  Two  visiting  nurse  associations  (members  of  the  same 
chain)  reported  that  they  had  recently  been  forced  to  limit  services  to  Medicaid  and  indigent  patients 
because  of  disallowances  of  costs  on  a  Medicare  cost  report.  Case  Note  VI.  2  describes  the  circumstances 
that  forced  another  visiting  nurse  association  to  limit  free  care.  Also,  two  nonprofit  agencies  (which  were 
not  visiting  nurse  associations)  reported  that  visiting  nurse  associations  located  near  their  agencies 
sometimes  referred  patients  elsewhere  (including  to  their  agency)  if  the  patient  had  no  source  of  payment. 

CASE  NOTE  VI  2 

NEED  TO  LIMIT  FREE  CARE 

The  agency  faced  financial  ruin  a  few  years  ago  as  a  result  of  providing  free  care.  In  response,  it  has 
been  forced  to  add  the  phase  "when  funds  permit"  to  the  portion  of  its  mission  statement  on  providing 
care  regardless  of  ability  to  pay.  Before  it  provides  free  care,  the  agency  now  asks  itself  whether  its 
services  will  make  a  difference  for  the  patient  and  will  do  him  or  her  justice.  If  that  is  not  the  case,  the 
agency  does  not  provide  free  care  to  that  patient. 

While  some  agencies  received  funds  from  organized  chanties  such  as  United  Way,  other  agencies 
reported  that  they  raised  funds  from  the  community  to  support  their  charity  care,  through  methods  such 
as  walk-a-thons  and  the  sale  of  cookbooks  filled  with  recipes  from  staff  and  patients.  One  agency  reported 
that  it  devoted  the  monies  it  raised  from  the  community  to  its  programs  of  health  education  and  wellness 
promotion. 

Staff  of  the  agencies  with  a  chantable  mission  seemed  to  generally  share  that  mission.  One 
administrator  of  a  nonprofit  agency  commented  that  the  agency  had  once  been  able  to  ensure  that  staff 
shared  the  agency's  mission  of  providing  high-quality  care  without  regard  to  ability  to  pay,  by  hinng  only 
those  who  "wanted  to  be  in  public  health  their  entire  lives."  Given  its  growth  in  recent  years,  the  agency 
has  since  been  forced  to  hire  staff  for  whom  this  was  not  the  case.  Nevertheless,  this  administrator  felt  that 
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about  80  percent  of  the  current  staff  shared  the  agency's  mission.  "Those  that  stay,  he  said  "adopt  the 
culture." 

c.     Efficient  Operation  and  Generating  Profits 

Not  quite  half  of  the  case  study  agencies  indicated  that  delivering  care  efficiently  was  part  of  their 
mission.  Both  nonprofit  and  proprietary  agencies  included  efficient  operation  within  the  mission,  although 
staff  of  freestanding  for-profit  agencies  mentioned  efficiency  as  part  of  the  mission  more  often  than  staff 
of  freestanding  nonprofit  agencies  (56  versus  30  percent).  There  was  no  difference  between  the  treatment 
and  control  groups  with  respect  to  efficiency  being  included  in  the  agency's  mission.  Some  of  the  agencies 
that  did  not  include  efficiency  in  their  mission  statements  indicated  that  efficiency  was  nevertheless  one 
of  the  goals  of  the  agency,  and  incorporated  in  its  strategic  plan. 

The  underlying  rationale  for  efficiency  appeared  to  differ  across  agencies.  Generating  profits  (or 
surpluses)  was  not  the  only—or  even  the  most  important—motive  for  efficient  operation.  Indeed,  only  about 
1 0  percent  of  the  case  study  agencies  specifically  mentioned  that  the  generation  of  profits  or  surpluses  was 
part  of  their  mission.  All  but  one  of  these  agencies  was  in  the  treatment  group,  and  all  but  one  was 
proprietary.  However,  profits  were  not  necessarily  the  dominate  goal  even  in  these  proprietary  agencies, 
as  Case  Note  VI.  3  suggests. 


CASE  NOTE  VI.  3 

AGENCY  MISSION  FOR  A  PROPRIETARY  AGENCY 

The  mission  [of  this  agency]  has  three  elements.  First,  to  provide  quality  home  health  services  and 
respond  to  the  community's  needs.  This  requires  the  agency  to  deliver  high-quality  services  and  to 
continually  canvass  the  community  to  understand  the  service  needs  of  the  people  living  in  our  agency's 
service  area  Second,  to  support  employees  by  providing  meaningful  work,  training,  and  a  motivational 
environment.  Third,  to  support  corporate  goals  by  generating  a  reasonable  profit. 


128 


( 


Rather  than  profits,  many  agencies  mentioned  the  need  for  efficiency  in  terms  of  the  success  and  even 
the  survival  of  their  agency  in  an  increasingly  cost-conscious  environment.  Some  agencies  were 
experiencing  declines  in  referrals  due  to  the  increasing  dominance  of  managed  care  within  their 
communities,  and  a  few  had  recently  been  forced  to  lay  off  some  staff  members.  In  several  agencies,  there 
was  a  palpable  concern  about  whether  the  agency  would  be  able  to  survive  financially,  given  the  loss  of 
referrals.  One  agency  indicated  that  while  its  stated  mission  was  to  serve  the  community,  its  unstated 
mission  was  to  survive. 

As  a  motive  for  efficiency,  a  few  agencies  mentioned  a  moral  responsibility  to  be  good  stewards  of 
the  resources  available  to  them.  Stewardship  was  mentioned  by  various  types  of  agencies—by  one 
freestanding  proprietary  agency,  as  well  as  a  few  freestanding,  nonprofit  and  hospital-based  agencies.  An 
executive  at  one  hospital-based  agency  indicated  that  her  agency  believed  that  Medicare  dollars  were  "our 
tax  dollars  too." 

Staff  appeared  to  be  more  ambivalent  about  the  goal  of  efficiency  than  about  other  aspects  of  their 
agencies'  missions.  Staff  in  a  few  agencies  indicated  that  they  were  chafing  under  the  drive  to  become 
more  efficient  during  the  demonstration  or  apprehensive  about  the  possibility  that  prospective  payment 
would  compromise  the  quality  of  patient  care.  One  nursing  supervisor  indicated,  "We  can't  change  our 
[high]  standards;  there  has  to  be  some  other  way."  A  nurse  in  an  agency  that  had  laid  off  several  clerical 
and  clinical  staff  members  only  six  weeks  before  our  visit  was  distraught  because  she  felt  that  patients 
were  not  getting  proper  care.  She  also  felt  that  some  could  no  longer  be  served  at  all,  given  the  demands 
of  managed  care  that  the  agency  already  faced  and  the  new  demands  of  prospective  payment.  She  added 
that  she  no  longer  found  the  work  was  personally  satisfying. 

On  the  other  hand,  a  few  staff  we  interviewed  welcomed  the  prospect  of  prospective  payment  because 
they  believed  it  would  promote  patient  independence.  A  clinical  supervisor  at  one  proprietary  agency  said 
that  fostering  patient  independence  had  long  been  his  goal  as  a  physical  therapist  and  that  he  welcomed 
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prospective  payment  as  an  impetus  to  that  goal.  He  noted,  "If  the  patient  is  independent  in  two  weeks 
instead  of  four,  that  is  good  for  the  patient  and  good  for  the  agency  under  prospective  payment."  A  nurse 
at  another  proprietary  agency  said  that  the  system  of  cost  reimbursement  created  an  incentive  to  overutilize 
Medicare  home  health  care,  and  that  she  liked  prospective  payment  because  the  agency  was  no  longer 
"making  people  dependent." 

d.    Patient  Independence 

About  a  quarter  of  the  case  study  agencies  specifically  included  fostering  independence  among 
patients  and/or  their  families  as  part  of  their  mission.  Case  Note  VI.4  illustrates  such  a  mission  statement. 

CASE  NOTE  VI  4 

MISSION  STATEMENT  PROMOTING  INDEPENDENCE 

The  mission  of  [agency]  is  to  provide  clients  with  appropnate,  ethical,  and  cost-effective  health  care 
services  directed  toward  independence  and  wellness,  without  discrimination  or  regard  for  ability  to  pay. 
This  is  done  to  remain  a  leader  in  the  community,  to  provide  jobs  in  the  community,  and  to  continue  our 
tradition  of  compassionate  care. 

2.    Changes  in  Mission 

Most  case  study  agencies  reported  no  change  in  their  mission  statements.  One  noted,  "Only  the  color 
of  the  paper  it  is  printed  on  has  changed."  Only  about  10  percent  of  case  study  agencies  reported 
substantive  revisions  to  their  mission  statements  in  the  three  years  preceding  our  visit. 

While  the  revisions  differ  considerably,  several  of  them  appear  to  address  financial  and  managerial 
constraints  involving  the  need  to  be  efficient,  the  need  to  support  agency  staff  in  times  of  financial 
difficulty,  and  the  need  to  limit  free  care.  For  example,  one  agency  reported  adding  a  reference  to  cost- 
effectiveness  and  to  the  provision  of  jobs  for  its  staff  to  its  mission  statement.  Another  added  a  reference 
to  cost-effectiveness  to  make  it  clear  to  donors  that  their  contributions  were  used  effectively.  (This  agency 
also  added  a  statement  that  the  agency  did  not  discriminate  based  on  sexual  preferences.)  Another  agency 
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developed  specific  mission  statements  for  various  sectors  of  the  organization,  including  a  statement  that 
the  agency  stnved  to  give  its  employees  an  environment  in  which  they  could  work  creatively.  This  agency 
also  added  a  reference  to  providing  support  services  (such  as  meals)  and  services  to  enhance  a  patient's 
environment.  Two  members  of  a  chain  added  a  phrase  to  their  (common)  mission  statement  to  reflect  the 
limits  on  their  ability  to  provide  chanty  care.  After  adopting  a  continuous  quality  improvement  philosophy, 
another  agency  reported  revising  its  mission  statement  to  include  a  reference  to  that  commitment. 

While  the  wording  of  their  mission  statements  did  not  necessarily  change,  about  20  percent  of  case 
study  agencies  reported  a  shift  in  mission  emphasis.  All  but  two  of  these  reports  of  a  shift  in  emphasis 
involve  financial  considerations  and  the  implications  of  these  considerations  on  patient  care.  The  remaining 
two  agencies  reported  shifts  in  their  relationship  with  hospitals;  one  reported  more  integration  with  the 
hospitals  in  the  same  health  care  system;  the  other  (based  in  a  hospital)  reported  that  home  health  care  was 
a  "primary  player"  under  managed  care,  no  longer  much  in  the  shadow  of  the  hospital. 

Financial  Considerations.  The  urgency  of  financial  considerations  seemed  to  be  associated  with  the 
introduction  of  managed  care,  which  is  already  quite  developed  in  California,  but  has  grown  rapidly  in 
Massachusetts  in  the  last  few  years  and  is  now  beginning  to  grow  in  the  other  three  demonstration  states. 
One  Massachusetts  agency  described  the  shift  in  its  mission  emphasis  succinctly,  "The  emphasis  on 
survival  is  new."  Another  said,  "Every  agency  is  now  being  checked  by  the  budget  demon."  A 
Massachusetts  agency  that  had  always  worked  hard  to  raise  the  funds  to  provide  free  care,  reported  that 
in  the  last  1 8  months  it  had  been  trying  to  raise  funds  to  cover  the  costs  of  care  to  patients  with  insurance 
because  HMOs  were  not  approving  services  patients  needed  and  because  the  rates  HMOs  paid  were  below 
agency  cost.  An  executive  of  a  Texas  agency  reported  "a  sense  of  urgency  that  the  company  would  not 
survive,"  following  the  purchase  of  all  the  hospitals  in  the  area  by  a  large  health  care  system. 

The  greater  emphasis  on  financial  considerations  occurred  in  both  for-profit  and  nonprofit  agencies. 
Indeed,  the  shift  in  philosophy  may  be  more  pronounced  in  the  latter. 
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Also,  the  greater  emphasis  on  financial  considerations  did  not  generally  appear  to  be  associated  with 
the  demonstration,  although  staff  in  one  or  two  agencies  attributed  the  shift  to  prospective  payment,  at  least 
in  part.  Agencies  generally  reported  that  the  greater  emphasis  on  financial  issues  predates  the 
demonstration  and  is  due  to  managed  care.  Several  agencies  in  the  control  group  as  well  as  some  in  the 
treatment  group,  reported  greater  emphasis  on  financial  issues. 

Implications  for  Patient  Care.  Driven  by  the  financial  imperative,  some  agencies  seem  to  be 
experiencing  a  shift  in  the  philosophy  of  patient  care,  toward  one  which  emphasizes  education,  patient 
involvement  in  their  own  care,  wellness,  and  patient  independence.  An  executive  of  one  California  agency 
put  it  this  way:  "Home  health  has  had  an  1 80-degree  turn."  The  old  system  had  agencies  "throwing  visits" 
at  patients  to  get  quality,  while  the  new  system  is  stressing  creating  independence  quickly.  A  nurse  at  a 
Massachusetts  agency  made  a  similar  point  and  indicated  that  getting  patients  involved  in  their  own  care 
is  critical  to  the  more  efficient  provision  of  quality  care.  "The  old  Medicare  model  was  that  you  took  your 
time  providing  services~you  gave  as  much  care  as  possible  for  a  good  price.  That  model  was  not  focused 
on  involving  the  patient  or  getting  the  patient  better."  An  executive  at  a  California  agency  serving  a  high- 
managed-care  area  summarized  the  change  in  emphasis  in  patient  care  this  way:  "Our  mission  is  shifting 
from  hands-on  care  to  education  and  wellness." 

For  the  most  part,  this  shift  in  the  philosophy  of  patient  care  seems  to  date  to  be  driven  to  by  the 
response  of  agencies  to  managed  care.  As  described  earlier,  however,  some  home  health  agency  staff 
welcome  per-episode  prospective  payment  as  a  means  of  fostering  patient  independence. 

B.    CORPORATE  STRATEGY  TO  EXPAND  OR  MAINTAIN  MARKET 

To  understand  corporate  strategy,  we  asked  the  case  study  agencies  if  they  were  undertaking  (or  had 
any  firm  plans  to  undertake)  specific  initiatives  to  expand  or  maintain  their  markets,  and,  if  so,  to  descnbe 
the  three  most  important  of  these  initiatives.  Over  80  percent  of  the  agencies  reported  such  initiatives,  and 
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Table  VI.  1  shows  the  numbers  and  percentages  of  them  that  reported  various  types  of  initiatives.  Each 
is  discussed  in  detail. 

1.    Contracts  and  Referral  Sources 

The  type  of  initiatives  most  frequently  reported  involve  referral  sources  and  contracts.  Over  half  of 
the  case  study  agencies  reported  initiatives  to  develop  new  referral  sources  and  contracts,  and  a  third 
reported  initiatives  to  improve  relationships  with  existing  referral  sources.  In  a  few  cases,  the  plans 
seemed  very  preliminary,  or  even  "wishful  thinking."  In  other  cases,  agencies  were  well  along  in 
implementing  their  plans. 

a.    Managed  Care  Contracts 

Although  over  80  percent  of  the  case  study  agencies  reported  that  managed  care  plans  were  available 
to  Medicare  patients  in  their  communities,  most  agencies  provided  very  little  care  to  the  patients  of 
Medicare  or  other  managed  care  organizations.  As  reported  in  Chapter  U,  about  40  percent  of  case  study 
agencies  received  no  funds  from  managed  care  organizations,  and  managed  care  was  the  source  of  only 
6  percent  of  agency  revenue  (on  average)  among  the  60  percent  of  agencies  with  managed  care  patients. 
Most  of  the  communities  served  by  demonstration  agencies,  only  a  small  proportion  of  Medicare 
beneficiaries  had  enrolled  in  managed  care  plans. 

Eight  case  study  agencies  mentioned  pursuing  contracts  with  managed  care  organizations  as  one  of 
their  three  most  important  initiatives  to  expand  or  maintain  their  market.  Given  that  managed  care  is  a 
growing  segment  of  the  Medicare  market,  the  interest  of  Medicare-certified  home  health  agencies  in 
managed  care  is  not  surprising.  In  addition,  contracts  with  managed  care  organizations  are  a  potential 
source  of  referrals  that  is  not  necessarily  controlled  by  hospitals. 
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To  better  position  themselves  to  obtain  managed  care  contracts,  some  of  these  agencies  were  seeking 
(or  had  recently  obtained)  accreditation.  Case  study  agencies  reported  that  managed  care  organizations 
generally  prefer  to  contract  with  agencies  that  are  accredited  and  that  accreditation  by  the  Joint 
Commission  for  the  Accreditation  of  Health  Organizations  (JCAHO)  seems  to  be  preferred  to  accreditation 
by  organizations  focused  on  nursing  or  home  care  (such  as  the  program  of  the  National  League  of 
Nursing).  The  preference  for  JCAHO  may  be  a  result  of  the  influence  of  physicians  and  hospitals  within 
managed  care  organizations.  One  of  the  case  study  agencies  reported  that  the  key  factor  in  its  lack  of 
success  at  obtaining  managed  care  contracts  appeared  to  be  the  fact  that  the  agency  was  not  accredited. 
Another  reported  that  it  was  then  positioning  itself  for  managed  care  contracts  by  obtaining  JCAHO 
accreditation,  and  another  had  obtained  JCAHO  accreditation  the  previous  year,  in  part  to  improve  its 
ability  to  market  its  services  to  managed  care  organizations. 

Other  case  study  agencies  were  seeking  affiliations  with  other  home  health  agencies  in  order  to  offer 
a  larger  service  area  to  managed  care  organizations.  Two  agencies  reported  working  through  different 
state  associations  (a  home  care  association  and  a  coalition  of  visiting  nurse  associations)  to  develop  a  state- 
wide network  of  agencies  to  better  market  to  managed  care  organizations.  An  agency  in  another  state 
reported  that  its  regional  coalition  of  visiting  nurse  associations  had  succeeded  in  negotiating  a  managed 
care  contract  that  allowed  the  agency  to  be  more  competitive  with  national  chains.  In  the  past,  this  agency 
had  been  providing  services  to  the  patients  of  this  managed  care  organization  through  a  subcontract  with 
a  large  national  chain  of  home  health  agencies.  The  chain  had  originally  approached  the  demonstration 
agency  because  it  did  not  have  enough  staff  to  meet  the  needs  of  the  patients  of  the  managed  care 
organization.  Executives  of  the  demonstration  agency  were  pleased  that  it  (rather  than  the  large  national 
chain)  could  now  get  credit  for  its  work  with  these  managed  care  patients.  A  small  rural  agency  reported 
considering  joining  a  network  of  home  health  agencies  organized  expressly  for  the  purpose  of  marketing 
to  managed  care  organizations. 
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The  experience  of  another  agency  that  is  part  of  a  regional  chain  suggests  that  having  a  network  of 
agencies  covering  a  large  region  may  be  in  and  of  itself  insufficient  to  attract  large  managed  care  contracts. 
It  reported  that  its  parent  chain  had  pursued  managed  care  contracts  in  the  past  but  with  limited  success. 
The  agency  attributed  this  to  the  fact  that  managed  care  organizations  prefer  to  contract  with  home  health 
organizations  that  cover  the  nation  as  a  whole.  (Despite  the  agency's  perception  of  having  limited  success 
in  obtaining  managed  care  contracts,  it  reported  receiving  1 0  percent  of  its  funding  from  managed  care 
organizations.  Ninety  percent  of  the  case  study  agencies  received  a  smaller  percentage  of  funds  from 
managed  care  organizations.) 

Still  other  site  visit  agencies  were  seeking  to  reduce  their  per-visit  costs  to  make  themselves  attractive 
to  managed  care  organizations.  One  group  of  three  demonstration  agencies  merged  their  administrative 
operations  in  order  to  generate  economies  of  scale  and  reduce  their  per-visit  costs  for  just  that  purpose. 
Case  Note  VI.  5  describes  the  motivation  for  this  horizontal  integration. 

In  conjunction  with  the  merger,  these  three  agencies  also  developed  centralized  intake.  An  executive 
of  one  of  the  agencies  reported  that  the  merger  was  viewed  as  positive  by  HMOs  and  other  managed  care 
organizations.  An  executive  of  a  second  agency  noted  that  referral  sources  generally  "like  the  fact  that 
there  is  only  one  telephone  number  and  that  there  is  a  broad  range  of  services  they  can  get  from  that  one 
phone  number."  An  executive  of  the  third  agency  did  report,  though,  that  referral  sources  saw  the  agency 
as  "less  friendly"  following  the  merger. 

While  some  agencies  were  vigorously  pursuing  managed  care  contracts,  other  agencies  reported  that 
they  were  deliberately  not  doing  so.  Some  of  the  latter  agencies  anticipated  loses  under  managed  care 
contracts;  they  reported  that  managed  care  payments  often  did  not  cover  the  cost  of  a  visit.  (All  case  study 
agencies  with  managed  care  contracts  reported  being  paid  on  a  per-visit  basis,  although  a  few  were  in  the 
process  of  negotiating  partial  or  full  nsk-shanng  contracts.)  Still  other  agencies  reported  that  their  past 
efforts  to  obtain  managed  care  contracts  had  been  fruitless  and  they  were  no  longer  pursuing  them.  One 
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CASE  NOTE  VI.  5 
MOTIVATION  FOR  HORIZONTAL  INTEGRATION 


Interviewer:  When  did  you  start  considenng  the  merger  of  the  three  agencies? 

Executive  A:  In  1979,  five  agencies  merged  to  make  [Agency  A]  and  six  agencies  merged  to  make 
[Agency  B].  At  that  time,  we  started  talking  about  how  there  were  too  many  VNAs  in  [state].  Then 
managed  care  started  to  come  in  and  now  there  is  a  lot  of  cost  competition.  In  order  to  survive,  one 
must  cut  costs.  And  we  all  agreed  that  up  in  [Agency  A],  where  I  come  from,  that  we  were  as  effective 
as  we  could  be  in  service  delivery,  but  heavy  on  administrative  costs.  So  we  started  talking  to  [Agency 
B]  about  what  we  could  do  together  and  started  strategic  planning.  It  helped  that  the  CEO  of  [Agency 

B]  was  going  to  retire  to  sail  around  the  world,  and  I  was  planning  to  retire  too.  Then  we  got  [Agency 

C]  to  join  in,  and  [Agency  D]  was  part  of  the  discussion  for  a  while  as  well.  But  [Agency  D]  didn't 
need  us~they  are  big  enough  to  keep  their  overhead  down.  We  approached  a  couple  of  other  agencies, 
but  they  didn't  want  to  get  involved  at  this  juncture.  We'll  see  in  the  future— we  may  have  a  few  others 
join  in. 

Executive  B:  Three  years  ago  managed  care  started  to  force  us  to  start  downsizing  the  industry.  There 
are  just  too  many— there  are  56  VNAs  in  the  state.  So  changes  really  needed  to  be  made. 

Interviewer:  What  factors  led  to  the  merger? 

Executive  A:  The  key  reason  is  financial  survival.  We  have  a  lot  of  senior  plans  being  heavily  marketed 
in  this  area,  which  is  putting  huge  financial  pressure  on  the  system.  Hospitals  are  buying  doctors  and 
VNAs  in  an  effort  to  build  systems  that  will  keep  the  hospitals  going.  But  we  want  to  be  independent, 
so  we  need  to  build  a  large  system  that  could  negotiate  directly  with  the  HMOs.  I  knew  that  if  we  were 
bigger,  we  had  a  better  chance  to  survive. 

Executive  C:  The  key  thing  was  to  maintain  independence.  All  three  agencies  that  eventually  merged 
really  wanted  to  be  independent— they  didn't  want  to  be  swallowed  by  a  hospital  system.  That  was  the 
key  reason.  The  contributing  factors  were  managed  care  and  all  the  price  competition.  We  just  knew 
we  couldn't  survive  with  high  administrative  costs. 
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small  agency  reported  that  its  proposals  to  managed  care  organizations  received  "almost  no  attention." 

b.  Contracts  with  Other  Funding  Sources 

Agencies  reported  still  other  approaches  to  generating  referrals.  One  had  just  won  a  large  contract 
to  serve  Veteran's  Administration  patients  and  another  was  seeking  increased  referrals  from  this  source, 
as  well  as  referrals  of  active  military  personnel  and  their  dependents.  Still  another  was  seeking  a  contract 
with  the  Easter  Seal  Society  to  care  for  patients  receiving  services  funded  by  that  society. 

c.  Referrals  from  Hospitals 

Some  case  study  agencies  were  developing  new  referral  sources  with  hospitals  or  "locking  in"  their 
current  referral  sources  by  affiliating  with  hospitals.  Three  case  study  agencies  were  planning  mergers 
with  local  hospitals  as  a  means  of  securing  referral  sources,  and  another  agency  had  merged  with  a  hospital 
shortly  before  our  visit.  By  affiliating  with  hospitals,  home  health  agencies  obtain  referrals  of  patients  of 
managed  care  organizations  with  which  the  hospital  has  contracts,  as  well  as  other  hospital  patients.  One 
agency  executive  reported  seeking  a  hospital  affiliation,  and  another  spoke  of  needing  to  create  an 
affiliation  with  a  hospital  to  "just  stay  alive."  This  agency  had  been  losing  referrals  since  the  local  hospitals 
affiliated  with  a  chain  that  also  included  a  another  nearby  visiting  nurse  association.  One  agency  also 
reported  managing  a  hospital's  home  health  agency  under  subcontract. 

However,  some  case  study  agencies  reported  that  they  had  been  approached  by  hospitals  about 
merging  but  wanted  to  remain  freestanding  in  order  to  retain  programs  and  goals  they  valued.  As  one 
executive  put  it,  they  did  not  want  to  be  "swallowed  by  a  hospital  system."  Case  Note  VI. 6  describes  one 
agency's  concerns  about  merging  with  a  hospital. 
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CASE  NOTE  VI.  6 

AGENCY  CONCERNS  ABOUT  MERGING  WITH  A  HOSPITAL 

We  have  been  approached  by  three  hospitals  [about  merging  with  them].  But  our  board  wanted  us  to 
remain  freestanding.  We  see  ourselves  as  a  community-based  agency,  and  the  hospitals  would  not 
guarantee  that  we  would  be  able  to  render  free  care.  Nor  were  they  willing  to  guarantee  that  we  could 
keep  our  hospice  service  going.  And  these  are  important  for  our  commitment  to  the  community. 

Case  study  agencies  also  reported  outreach  efforts  with  hospitals  and  other  providers  of  inpatient  care. 
One  very  large  agency  was  marketing  itself  to  hospitals  in  the  metropolitan  region  as  the  only  home  care 
agency  they  needed  for  any  patient  in  the  region.  This  agency  also  reported  doing  special  research  studies 
with  the  faculty  of  teaching  hospitals  to  cement  its  relationship  with  those  hospitals.  Another  agency 
reported  inviting  hospital  staff  to  its  in-service  programs  to  better  its  relationship  with  that  hospital. 

A  few  agencies  reported  hiring  new  staff  for  marketing  to  referral  sources  (physicians  and  skilled 
nursing  facilities  as  well  as  hospitals)  or  clarifying  the  marketing  responsibilities  of  existing  staff.  One 
agency  reported  recruiting  a  director  to  centralize  and  structure  marketing  activities  that  had  been  up  to 
that  time  handled  independently  in  each  branch.  Another  reported  clarifying  management  accountability 
for  sales,  placing  it  with  the  agency  administrator.  Still  another  agency  reported  developing  liaison 
relationships  with  skilled  nursing  facilities,  as  well  as  maintaining  those  relationships  it  already  had  with 
hospitals. 

d.    Referrals  from  Physicians 

A  number  of  agencies  reported  trying  to  educate  physicians  about  their  services  as  a  means  to 
increasing  referrals.  Some  agencies  seemed  to  take  a  classic  marketing  approach;  they  were  calling  on 
physicians  to  acquaint  them  with  the  services  the  agency  offered  and  soliciting  referrals  during  the  visit. 
But  most  agencies  seem  to  prefer  an  indirect  approach,  as  one  executive  put  it,  "trying  to  get  the  word  of 
mouth  out  there  about  how  good  we  are."  Other  agencies  reported  having  in-service  programs  for 
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physicians  (as  well  as  hospital  staff)  to  educate  them  about  what  agency  staff  could  do.  One  agency 
seemed  to  be  putting  physician  education  in  a  broader  perspective  by  trying  to  educate  physicians  (and 
managed  care  organizations)  about  the  cost-effectiveness  of  home  health  care  versus  inpatient  care. 

Other  agencies  emphasized  meeting  physicians'  needs.  One  reported  stressing  regular  reports  to 
physicians  about  patient  status.  Another  reported  that  it  now  admits  patients  on  Sundays  as  well  as 
Saturday  and  fully  implements  24-  hour  care  in  order  to  "be  there  for  the  doctors."  Another  reported  that 
offering  weekend  care  had  been  instrumental  in  increasing  referrals  from  a  physician  who  had  called  their 
agency  on  a  weekend  when  he  been  unable  to  reach  anyone  at  the  agency  to  whom  he  had  originally 
referred  a  patient.  Another  agency  reported  success  in  obtaining  referrals  from  physicians  by  agreeing  to 
care  for  their  patients  who  had  no  payment  source  in  return  for  that  physician  referring  at  least  five  paying 
patients  to  the  agency. 

Four  agencies  reported  hiring  or  appointing  liaison  nurses  to  work  with  physicians.  In  two  cases,  the 
direct  motivation  for  hiring  liaison  nurses  was  to  increase  referrals  by  increasing  physicians'  awareness 
of  the  agency's  services.  In  the  other  two  cases,  the  agency  was  using  the  "primary  nurse"  concept.  The 
primary  nurse  reports  to  the  physician  on  all  of  his  or  her  patients  being  cared  for  by  the  agency.  One  of 
the  agencies  with  a  primary  nurse  program  had  established  it  in  response  to  the  physician's  expressed 
desire  to  avoid  the  inefficiency  of  interacting  with  several  home  health  nurses  on  any  given  day.  This 
physician  now  refers  exclusively  to  the  demonstration  agency  and  the  program  has  been  so  successful  that 
other  physicians  in  the  community  seemed  to  be  working  toward  exclusive  referral  arrangements  also. 

e.    Referrals  from  Internal  and  Affiliated  Programs 

Still  another  approach  to  developing  referrals  is  to  generate  referrals  across  the  agency's  own 
programs  or  across  the  programs  of  affiliated  organizations.  A  few  agencies  were  capitalizing  on  referrals 
of  clients  currently  being  served  under  a  state-funded  personal  care  program.  Another  was  planning  to 
develop  community-based  supportive  services  for  senior  citizens,  which  it  hoped  would  be  a  referral 
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source  for  its  Medicare  home  health  business.  Finally,  an  agency  affiliated  with  rehabilitation  centers 
(through  a  common  parent  organization)  was  counting  on  referrals  of  patients  discharged  from  those 
centers  to  counter  a  reduction  in  referrals  from  a  local  hospital  that  had  recently  been  purchased  by  a  health 
system. 

More  generally,  agencies  reported  encouraging  their  staff  to  look  for  opportunities  to  market  the 
agency's  non-Medicare  services  as  they  visited  patient  homes.  An  executive  at  one  agency  descnbed  its 
visiting  staff  as  its  "frontline  salesmen,"  while  another  descnbed  the  visiting  staff  as  the  agency's  "best 
salesmen." 

f.  Discussion 

It  is  not  surprising  that  initiatives  involving  contracts  and  referrals  were  the  most  commonly 
mentioned.  To  survive,  home  health  agencies  (like  most  organizations)  must  maintain  a  stream  of  work. 

What  is  perhaps  surprising  is  the  dramatic  changes  that  some  agencies  are  pursuing  in  order  to  obtain 
contracts  and  referrals.  A  common  change  is  to  become  affiliated  with  a  hospital  or  a  health  care  system, 
which  is  a  very  dramatic  change  indeed  since  the  agency  ceases  to  exist  as  a  separate  organization. 

Agencies  that  find  affiliating  with  a  hospital  or  system  unpalatable  (or  do  not  have  that  opportunity) 
are  trying  to  make  themselves  attractive  to  referral  sources  in  other  ways.  The  most  dramatic  is  to  merge 
operations  with  other  home  health  agencies.  This  allows  a  reduction  in  administrative  costs  that  makes 
the  merged  agency  more  attractive  to  managed  care  organizations.  Merging  and  other  forms  of  affiliation 
with  other  home  health  agencies  may  also  make  an  agency  more  attractive  to  referral  sources  because  the 
combined  entity  can  serve  a  large  geographic  area,  reducing  the  number  of  providers  with  which  the 
referral  source  must  interact. 
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2.    New  Products/Services 

As  Table  VI.  1  indicates,  about  half  of  the  case  study  agencies  were  developing  or  planning  to  develop 
new  products  or  services  as  part  of  an  effort  to  expand  or  maintain  their  markets.  For  the  most  part,  the 
new  products  or  services  involved  specialized  nursing  or  therapy  services.  The  most  popular  were  infusion 
therapy  and  psychiatric  nursing;  both  were  planned  by  five  agencies.  Three  agencies  had  plans  to  add 
specialized  services  for  treatment  of  cardiopulmonary  conditions.  One  was  hoping  to  be  able  to  provide 
the  services  of  a  cardiac  robot  (named  Hank)  to  its  patients,  but  was  unsure  whether  it  would  have  enough 
patients  to  cover  the  associated  costs.  Two  agencies  planned  to  add  orthopedic  rehabilitation,  mother/baby 
(postdelivery),  wound  care,  and  hospice  care. 

Three  agencies  mentioned  planning  to  expand  supportive  services.  One  was  going  to  offer  chore 
services  such  as  appliance  repairs,  plumbing,  and  yard  work.  (This  agency  hoped  that  chore  service 
clientele  would  be  a  source  of  referrals  for  its  home  health  care.)  Another  agency  was  considering 
providing  adult  day  care,  and  another  adding  an  assisted  living  facility  in  a  joint  venture  with  a  nursing 
home  in  the  area. 

Several  agencies  mentioned  developing  products  that  they  hoped  to  market  to  other  agencies  One 
was  planning  to  offer  training  on  prospective  payment.  Two  were  developing  management  information 
or  accounting  systems  to  provide  information  that  agencies  need  under  prospective  payment.  Three 
mentioned  that  they  were  developing  specialized  clinical  protocols  that  they  hoped  to  market  to  other 
agencies  attempting  to  use  resources  more  efficiently.  One  of  these  agencies  reported  working  with  an 
orthopedic  surgeon  who  uses  post-surgery  rehabilitation  very  aggressively  to  develop  protocols. 

Finally,  one  agency  reported  that  it  had  reached  an  agreement  with  an  assisted  living  facility  under 
which  the  facility  would  purchase  the  time  of  agency  nurses  to  tram  facility  staff  to  care  for  its  residents. 
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3.  Community  Awareness/Advertising 

About  a  quarter  of  case  study  agencies  reported  undertaking  initiatives  to  increase  community 
awareness  as  part  of  an  effort  to  expand  or  maintain  their  market  (see  Table  VI.  1 ).  Agencies  reported  a 
variety  of  community  awareness  activities,  including  making  presentations  at  senior  centers,  church 
meetings,  and  civic  events.  They  prepare  articles  for  newspapers  and  participate  in  health  fairs,  flu 
vaccination  drives,  fire  safety  programs,  and  volunteer  in  community  service  programs  (for  example,  staff 
of  one  rural  agency  volunteer  for  a  program  that  matches  people  who  need  help  with  a  volunteer  able  to 
meet  their  particular  need). 

While  a  number  of  agencies  reported  that  community  awareness  activities  were  among  their  three 
most  important  marketing  initiatives,  these  activities  do  not  appear  (for  the  most  part)  to  be  either  new  or 
receiving  greatly  increased  attention.  Some  of  the  agencies  that  reported  a  community-awareness  initiative 
seem  to  be  referring  instead  to  enhanced  marketing  to  referral  sources.  Some  agencies  may  also  have 
misgivings  about  the  effectiveness  of  community  awareness  activities  at  generating  referrals.  Speaking 
of  the  local  hospital's  control  of  referrals,  one  agency  executive  noted,  "Even  if  the  people  in  the 
community  know  us  and  want  us,  they  don't  have  the  power  to  change  it.  We  need  the  hospital  to  stay 
alive."  Other  agencies  also  reported  what  they  perceived  as  inappropriate  efforts  on  the  part  of  hospitals 
or  managed  care  organizations  to  steer  patients  being  discharged  from  the  hospital  to  an  affiliated  home 
health  agency,  despite  the  patient's  preferences. 

4.  Geographic  Expansion 

One  important  means  through  which  many  case  study  agencies  planned  to  expand  or  maintain  their 
markets  was  to  expand  the  geographic  region  they  served.  Over  half  of  the  case  study  agencies  had  either 
recently  completed  a  geographic  expansion  or  were  planning  one.  Ten  percent  reported  expanding  during 
the  year  prior  to  our  site  visit.  About  a  quarter  reported  that  their  agency  was  planning  geographic 
expansion  as  a  major  marketing  initiative  (see  Table  VI.  1).   Another  10  percent  reported  plans  for 
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geographic  expansion,  although  not  as  a  major  initiative.  No  agencies  reported  planning  to  contract  their 
service  area  or  having  experienced  a  contraction  in  the  past  year. 

The  reasons  for  geographic  expansion  differed  across  agencies.  Many  agencies~for-profit  and 
nonprofit  alike—were  planning  expansion  (or  had  recently  expanded)  to  fulfill  the  business  strategy  of  the 
agency  or  of  its  parent,  or  to  take  advantage  of  a  business  opportunity.  For  example,  an  executive  of  a 
proprietary  agency  noted  that  it  was  considering  expanding  into  a  nearby  rural  area  in  a  bordering  state 
because  there  seemed  to  be  patient  need  in  that  area.  One  executive  of  a  nonprofit  chain  noted  that  the 
chain's  business  strategy  was  to  expand  service  to  all  the  areas  surrounding  a  very  large  nearby  city  so  that 
hospitals  in  that  city  could  "just  call  our  one  number  and  we'll  be  there."  The  executive  of  an  agency  in 
a  propnetary  chain  descnbed  a  similar  strategy  to  expand  in  a  "crescent"  surrounding  another  very  large 
city.  In  this  case,  however,  it  was  not  clear  whether  the  demonstration  agency  itself  would  expand  or  the 
chain  would  purchase  other  agencies.  Two  hospital-based  agencies  mentioned  that  they  had  expanded 
or  were  considering  expansion  to  areas  where  the  hospital  was  planning  to  open  outpatient  clinics.  Two 
other  agencies  mentioned  that  they  had  recently  won  contracts  and  would  expand  to  provide  the  contracted 
services.  A  few  agencies  reported  plans  for  expansion  through  acquisition  and  merger.  Sometimes,  the 
business  strategy  explicitly  called  for  growth  to  survive.  One  executive  put  it  succinctly:  "I  do  not  think 
that  small  agencies  will  survive." 

Several  of  the  agencies  with  expansion  plans  noted  that  they  would  be  expanding  at  the  margin  of  their 
service  area  in  response  to  the  demands  of  managed  care  organizations  and  provider  networks.  One 
reported  that  her  agency  went  out  of  its  service  area  "every  once  in  a  while  to  maintain  good  relationships 
with  the  managed  care  organizations."  Another  executive  called  expansion  to  surrounding  areas  a  "natural 
expansion"  as  medical  groups  opened  new  offices  in  surrounding  areas. 

Agencies  are  struggling  to  provide  services  efficiently  to  small  numbers  of  patients  at  the  margin  of 
their  service  areas.  They  are  seeking  to  meet  the  challenge  through  increasing  automation,  hiring  staff 
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who  live  in  distant  areas,  arranging  for  contracted  services,  and  by  opening  branch  offices.  Case  Note 
VI.  7  describes  this  issue  as  perceived  by  an  executive  of  an  agency  that  belongs  to  a  provider  network. 
This  agency  was  also  looking  forward  to  getting  portable  computers  for  its  visiting  staff  who  live  in 
outlying  areas,  to  decrease  the  need  for  them  to  come  into  the  office. 

CASE  NOTE  VI.  7 

EXPANSION  IN  RESPONSE  TO  DEMAND  FROM  HEALTH  CARE  SYSTEMS 

We  traditionally  served  three  towns  and  then  expanded  to  six  towns.  Now,  we  serve  anyone  who  gets 
services  at  [hospital  in  system].  We  paste  a  sticker  over  that  part  of  our  brochure  that  used  to  show  our 
six-town  service  area  If  the  hospital  attracts  a  physician  group  from  a  distant  place,  we'll  service  there. 
Lately,  we've  been  moving  south  in  our  service  area.  The  expansion  is  mostly  due  to  large  maternity 
caseloads  from  the  area.  "Wherever  the  doctors  admit  from,  we  go."  It  is  all  doctor  driven. 

We  will  watch  the  trends  and  if  the  demand  gets  big  enough,  we  may  hire  people  in  distant  areas.  What 
we'd  like  to  do  is  to  have  people  only  have  to  come  in  to  the  office  once  a  week.  To  do  this,  we  have 
to  have  the  computer  system  up  and  running.  We  don't  want  to  open  branch  offices— it's  too  expensive. 
We  looked  at  satellite  possibilities,  but  we  see  that  our  caseload  numbers  in  an  area  are  usually  only  one 
or  two  at  a  time. 

Another  agency  was  also  planning  to  rely  on  automation  for  cost-effective  expansion  to  outlying  areas 
(although  not  necessarily  to  meet  the  demands  of  health  care  systems).  Still  another  agency  reported  that 
it  was  concerned  about  the  care  of  managed  care  patients  living  too  far  away  for  existing  staff  to  serve 
adequately.  To  resolve  this  situation,  it  was  developing  contracts  with  other  agencies  to  cover  patients  in 
outlying  areas.  While  several  agencies  reported  planning  to  open  branches,  one  Texas  agency  mentioned 
doing  so  specifically  in  response  to  the  demands  of  health  care  systems. 

Traditionally,  visiting  nurse  associations  have  served  a  specific  territorial  area  and  respected  the 
terntones  of  other  nonprofit  agencies.  That  tradition  appears  to  be  crumbling.  One  agency  executive  in 
Massachusetts  put  it  this  way.  "It  used  to  be  a  territorial  line.  This  has  really  changed  the  last  year.  [Other 
agencies]  never  came  into  our  area.  Now  everyone  is  going  everywhere."  The  executive  of  another 
Massachusetts  visiting  nurse  association  noted  that  her  agency's  business  strategy  called  for  her  agency 
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to  expand  to  the  west,  adding,  "There  are  some  vulnerable  agencies  [there],  and  we're  supposed  to  take 
advantage  of  that."  A  California  executive  reported  that  his  visiting  nurse  association  was  considering 
expanding  into  a  nearby  area  since  the  visiting  nurse  association  that  traditionally  served  the  area  in 
question  was  no  longer  honoring  his  agency's  territory.  In  addition,  he  reported  that  referral  sources  were 
urging  his  agency  to  expand  into  that  area  because  they  believed  that  it  (the  demonstration  agency) 
provided  supenor  care. 

5.    Branch  Offices 

Slightly  less  than  half  of  the  case  study  agencies  reported  that  they  had  at  least  one  branch  office. 
Table  VI.2  shows  the  number  and  percentage  of  case  study  agencies  reporting  various  numbers  of  branch 
offices.  The  maximum  number  of  branches  reported  was  seven  (no  agency  reported  six). 

TABLE  VI.2 

CASE  STUDY  AGENCIES  WITH  BRANCH  OFFICES 

Case  Study  Agencies  (n  =  67) 


Number  of  Branch  Offices  Number  Percent 


None 

34 

51 

One 

7 

10 

Two 

8 

12 

Three 

6 

9 

Four 

4 

6 

Five 

5 

8 

Six  or  Seven 

3 

4 

146 


The  agencies  with  the  most  branches  (five  or  more)  tend  to  be  those  serving  a  large  geographic  area. 
Some  of  these  are  very  large  agencies  serving  a  city  and  its  outlying  suburbs  and  rural  areas;  others  are 
smaller  agencies  serving  a  large  rural  area  Case  Note  VI.  8  describes  the  rationale  for  branch  offices  given 
by  an  agency  serving  farflung  communities  in  a  rural  area. 

CASE  NOTE  VI.  8 

BRANCH  OFFICES  EN  RURAL  AREAS 

This  agency  has  five  branches  in  addition  to  its  headquarters  office.  Each  branch  is  located  from  1 5  to 
20  miles  from  the  headquarters  office  and  serves  from  20  to  50  patients.  Having  branches  in  small 
towns  enhances  the  agency's  presence  in  the  community.  People  take  pride  in  their  hometowns;  they 
like  to  feel,  "This  is  my  hometown. "  The  agency  recently  opened  a  branch  in  another  small  town.  The 
caseload  in  a  nearby  town  had  grown  and  there  were  now  enough  local  patients  to  support  a  new  branch. 
Also,  agency  staff  lived  in  the  local  area  and  opening  a  branch  gave  them  an  opportunity  for  career 
development,  an  important  consideration  since  other  agencies  in  the  area  have  been  trying  to  hire  away 
staff  who  can  bring  patients  along  with  them. 

Case  study  agencies  reported  both  opening  and  closing  branch  offices  during  the  year  prior  to  our  site 
visit.1  Six  agencies  reported  opening  at  least  one  branch,  and  three  reported  closing  at  least  one  branch. 
Most  of  the  agencies  that  opened  branches  did  so  to  serve  patients  living  in  the  local  area.  However,  one 
was  opening  a  branch  office  only  to  store  records.  (Despite  the  fact  that  services  were  not  to  be  provided 
from  that  location,  formal  establishment  of  a  branch  was  required.)  Branches  were  closed  for  a  variety  of 
reasons.  In  one  case,  the  expected  census  never  developed.  Another  closure  stemmed  from  the  loss  of 
referrals  that  occurred  when  a  hospital  in  the  area  served  by  the  branch  office  opened  its  own  home  health 
agency.  In  the  final  case,  the  branch  office  had  provided  mainly  psychiatric  nursing  and  was  closed  when 
the  psychiatric  nurse  resigned. 


'After  our  site  visits,  HCFA  implemented  stricter  regulations  regarding  branch  offices,  forcing  some 
agencies  to  close  branch  offices  or  convert  them  to  freestanding  providers.  The  demonstration  agencies, 
however,  are  exempted  from  the  branch  office  rules  until  the  end  of  the  demonstration. 
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6.    Treatment-Control  Differences  in  Corporate  Strategy 

Under  per-episode  prospective  payment,  agencies  have  an  incentive  to  expand  their  market  and  the 
geographic  area  they  serve  to  offset  any  reduction  in  visits  per  episode  that  might  result  in  a  loss  of 
economies  of  scale. 

We  find  no  evidence,  however,  that  participation  in  the  demonstration  increased  the  likelihood  of 
agencies  having  initiatives  to  expand  or  maintain  their  market,  either  planned  or  underway.  Indeed, 
demonstration  participation  is  associated  with  a  reduction  in  that  likelihood.  Nearly  all  (97  percent)  of  the 
case  study  agencies  in  the  control  group  report  initiatives  to  expand  or  maintain  their  market,  compared 
with  78  percent  of  agencies  in  the  treatment  group.  (This  difference  of  19  percentage  points  is  not 
statistically  significant  in  this  sample  despite  its  substantial  magnitude.)  It  seems  possible  that 
implementing  prospective  payment  may  have  distracted  treatment  agencies  from  other  initiatives,  including 
initiatives  to  expand  or  maintain  their  markets. 

With  respect  to  geographic  expansion,  the  percentage  of  control  agencies  that  reported  planning 
expansion  (39  percent)  was  smaller  than  the  comparable  percentage  of  treatment  agencies  (47  percent), 
but  control  agencies  may  have  been  more  likely  than  treatment  agencies  to  expand  geographically  in  the 
year  prior  to  our  site  visit  (36  percent  and  19  percent,  respectively).  (Neither  of  these  differences  is 
statistically  significant.)  The  treatment  agencies  seem  to  be  "catching  up"  with  the  control  agencies  with 
respect  to  geographic  expansion.  Further,  no  agency  (treatment  or  control)  reported  that  its  past 
geographic  expansion  was  related  to  the  demonstration,  and  only  one  (treatment)  agency  reported  that  its 
current  plans  for  geographic  expansion  were  related.  This  agency  reported  that  it  planned  to  expand  into 
geographic  areas  with  smaller  proportions  of  very  elderly  residents  so  that  it  would  draw  a  smaller 
proportion  of  its  patients  from  groups  that  tend  to  need  extended  Medicare  home  health  care.  Per-episode 
payment  creates  an  incentive  to  alter  case  mix  to  favor  patients  who  need  fewer  visits,  to  the  extent  that 
the  case-mix  adjustor  does  not  adequately  control  for  differences  in  patient  need. 
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Whether  an  agency  opened  or  closed  a  branch  office  in  the  year  prior  to  our  site  visit  appears  to  also 
be  unrelated  to  prospective  payment.  While  the  number  of  agencies  opening  or  closing  branch  offices  was 
small  (10,  as  indicated  above),  both  treatment  and  control  agencies  opened  branches,  and  agencies  in  both 
groups  closed  them.  All  of  the  agencies  that  opened  or  closed  branches  reported  that  their  decision  to  do 
so  was  unrelated  to  the  demonstration,  although  one  agency  executive  noted  that  the  incentive  to  reduce 
costs  under  prospective  payment  would  make  a  future  decision  to  close  a  branch  easier  if  that  branch  did 
not  have  sufficient  census  to  warrant  its  operating  cost. 
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VII.  REDUCING  PER-VISIT  COSTS 


Under  per-episode  prospective  payment,  home  health  agencies  have  an  incentive  to  reduce  the  cost 
of  care  by  reducing  the  cost  of  a  visit,  as  well  as  by  decreasing  the  number  of  visits  they  provide.  In 
addition,  reductions  in  the  number  of  visits  may  result  in  increases  in  per-visit  costs  as  agencies  lose 
economies  of  scale.  As  a  result,  agencies  may  seek  to  deliver  each  visit  more  efficiently,  to  avoid  increases 
in  their  per- visit  costs  as  the  number  of  visits  they  render  declines.  Finally,  agencies  may  seek  to  reduce 
per-visit  costs  in  order  to  compensate  for  the  costs  (such  as  data  collection  costs)  of  participating  in  the 
demonstration. 1 

During  the  site  visit,  we  asked  case  study  agencies  several  questions  relevant  to  the  reduction  of  per- 
visit  costs.  First,  we  asked  them  to  describe  initiatives  they  had  taken  in  the  three  years  prior  to  our  visit 
to  reduce  their  per-visit  costs  and  any  factors  that  inhibited  their  ability  to  do  so.  We  also  asked  agencies 
to  describe  any  additional  initiatives  they  had  planned  at  the  time  of  our  visit  to  reduce  their  per- visit  costs. 
Finally,  we  asked  directly  about  major  mechanisms  that  agencies  sometimes  use  to  decrease  per-visit  costs 
and  about  changes  in  their  use  of  those  mechanisms  in  the  year  preceding  our  visit.  In  this  chapter,  we 
descnbe  their  responses  to  these  questions.  We  also  consider  treatment-control  differences  in  initiatives 
to  cut  per- visit  costs. 


'The  extent  to  which  these  costs  are  reimbursed  depends  on  several  factors,  including  whether  the 
agency  is  in  the  treatment  or  control  group,  whether  an  agency's  aggregate  costs  are  above  or  below  the 
limits,  and  the  extent  to  which  the  agency  has  payment  sources  other  than  Medicare.  For  control  agencies, 
HCFA  provides  a  payment  of  $4  per  Medicare  admission  for  control  agencies  to  cover  demonstration  data 
collection  costs.  However,  unless  the  agency  is  above  the  costs  limits,  these  payments  are  off-set,  thereby 
avoiding  the  situation  in  which  HCFA  would  pay  twice  for  demonstration  costs  (through  cost 
reimbursement  and  through  the  $4  payment).  Payment  source  is  relevant  to  recovery  of  demonstration 
costs  to  the  extent  that  agencies  incur  increased  administrative  costs  as  a  result  of  the  demonstration.  In 
general,  administrative  costs  are  proportioned  equally  across  all  visits  rendered,  regardless  of  payer  source. 

Initially,  treatment  agencies  received  no  additional  reimbursement  for  costs  associated  with 
participating  in  the  demonstration.  However,  HCFA  later  approved  a  payment  of  $1 1  for  each  Medicare 
admission,  payable  to  both  treatment  and  control  agencies  for  each  new  admission  (resulting  in  a  total 
payment  of  $1 5  for  control  agencies).  These  payments  are  also  off-set. 
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A.    OVERALL  RESPONSE 

Almost  90  percent  (58  agencies)  of  the  case  study  agencies  reported  that  they  had  taken  initiatives  in 
the  past  three  years  to  control  their  per-visit  costs.  About  half  of  case  study  agencies  also  reported  that  they 
had  additional  initiatives  planned  for  increasing  efficiency  by  controlling  per-visit  costs. 

We  find  no  substantial  difference  in  treatment  and  control  agencies  with  respect  to  the  implementation 
of  initiatives  controlling  per-visit  costs.  Although  more  treatment  agencies  than  control  agencies  reported 
having  initiatives  to  control  costs  planned  at  the  time  of  the  site  visit,  the  difference  was  not  large  enough 
for  us  to  be  confident  that  it  is  an  impact  of  the  demonstration.  About  58  percent  of  the  treatment  group 
agencies  reported  planning  additional  initiatives  to  control  per-visit  costs,  compared  with  42  percent  of 
control  group  agencies.  Moreover,  a  smaller  proportion  of  treatment  agencies  than  control  agencies 
reported  efforts  to  reduce  their  per- visit  costs  in  the  three  years  preceding  our  visits.  About  8 1  percent  of 
treatment  group  agencies  reported  such  efforts,  compared  with  94  percent  of  the  control  group  agencies. 
As  with  geographic  expansion  (see  Chapter  VI),  treatment  agencies  seem  to  be  catching  up  with  control 
agencies  with  respect  to  controlling  per-visit  costs. 

The  major  methods  that  agencies  reported  having  used  to  reduce  their  per-visit  costs  may  be  grouped 
into  seven  categories:  (1)  aclrninistrative  costs,  (2)  productivity  of  visiting  staff,  (3)  basis  of  payment  of 
visiting  staff,  (4)  automation  to  support  visiting  staff,  (5)  clerical  staff  to  support  visiting  staff,  (6)  travel 
costs,  and  (7)  supply  costs.  Table  VTJ.  1  indicates  the  number  and  percentage  of  case  study  agencies 
reporting  undertaking  one  or  more  initiative(s)  in  each  of  these  categories.  Smaller  numbers  of  agencies 
reported  cutting  salaries  or  benefits  (five  agencies),  increasing  use  of  licensed  professional  nurses  or 
therapy  assistants  (four  agencies),  and  streamlining  paperwork  (three  agencies). 

Much  of  the  rest  of  this  chapter  considers  the  seven  categories  of  initiatives  listed  in  Table  VTI.  1 .  For 
each  category,  we  describe  (1)  the  initiatives  that  agencies  had  already  undertaken  or  were  planning,  and 
(2)  the  types  of  changes  in  agency  structure  and  operations  associated  with  these  initiatives.  We  also 
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examine  these  changes  in  structure  and  operations  for  any  differences  between  the  treatment  and  control 
agencies.  A  final  section  of  the  chapter  considers  the  factors  that  limit  agencies'  ability  to  control  per- visit 
costs. 

B.   ADMINISTRATIVE  COSTS  AND  STRUCTURE  AND  PROCEDURES 
1.    Initiatives  to  Reduce  Administrative  Costs 
a.    Prior  Initiatives 

When  asked  about  initiatives  to  reduce  per-visit  costs  during  the  three  years  poor  to  our  visit,  over 
half  of  the  case  study  agencies  reported  that  they  had  reduced  their  administrative  costs  or  constrained 
growth  in  those  costs  as  the  volume  of  visits  rendered  grew,  thereby  benefiting  from  economies  of  scale. 
With  respect  to  economies  of  scale,  one  agency  executive  noted,  "  We  can  do  50,000  or  80,000  visits  with 
this  office  staff.  We  would  just  need  to  add  field  staff." 

About  20  percent  of  the  case  study  agencies  reported  that  they  reduced  their  labor  costs  for 
administrative  staff  or  did  not  increase  costs  as  the  agency  grew.  Two  of  these  agencies  reported  reducing 
administrative  staff  salaries,  but  most  of  the  13  had  reduced  their  administrative  workforce.  Some 
agencies  did  not  replace  staff  who  had  resigned,  others  delayed  hiring  to  fill  a  position,  and  still  others  laid 
off  staff.  One  agency  reported  moving  to  "primary  care  model"  which  gives  visiting  nurses  more 
responsibility  to  manage  cases,  thereby  eliminating  some  supervisory  positions.  One  agency  eliminated 
a  whole  level  of  organizational  structure  (the  regional  managers),  and  another  reported  closing  a  branch 
office  due  to  excessive  administrative  costs.  A  few  agencies  reported  consolidating  functions  across 
departments  or  across  affiliated  organizations  so  that  fewer  staff  were  required.  For  example,  an  agency 
with  a  separate  hospice  made  a  single  chief  financial  officer  responsible  for  both  organizations.  An  agency 
that  had  merged  with  other  home  health  agencies  in  the  region  to  create  a  network  and  a  central 
management  service  organization  reported  that  the  merger  was  central  to  its  cost  cutting  because  it  made 
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it  possible  to  consolidate  functions  (as  described  in  Case  Note  VII.  1 )  and  thereby  eliminate  administrative 
positions. 

CASE  NOTE  VH.  1 

MERGER  AS  KEY  TO  CUTTING  ADMINISTRATIVE  COSTS 

Executive  A:  The  merger  was  the  key  cost-cutting  issue.  We  consolidated  three  agencies'  MIS 
departments,  finance  departments,  and  other  departments  into  a  central  office.  The  hospice  program 
has  been  cut  back— we  haven't  had  new  hires  there.  And,  we've  centralized  the  intake  and  weekend 
staff  management.  They  [the  officers  of  the  merged  organization]  are  looking  to  centralize  more  in  the 
future.  We  need  to  do  it  for  survival.  If  we  didn't  merge,  we  probably  wouldn't  make  it;  the  HMOs 
are  bargaining  hard,  the  competition  is  still  keen.  It's  just  the  way  the  business  is  these  days. 

Executive  B:  At  the  time,  I  saw  a  whole  series  of  advantages—significant  financial  savings.  For 
example,  we  all  had  law  firms  and  accounting  firms  retained.  By  merging,  we  saved  $48,000  in 
accounting  fees  alone  in  one  year.  We  also  had  very  substantial  savings  in  health  insurance,  worker's 
compensation,  and  general  liability— we  saved  $167,000  in  that  area.  We  also  cut  13  administrative 
staff,  which  is  a  six-figure  decrease.  And  eventually,  we  see  ourselves  being  able  to  control  salaries  and 
even  cut  some  clinical  staff,  by  adapting  uniform  practice  and  procedures. 

Executive  C:  The  rank  and  file  really  didn't  lose  jobs.  But  a  number  of  people  didn't  want  to  commute 
[to  the  new  headquarters]  for  $18,000  a  year.  As  they  left,  we  put  on  a  hiring  freeze  until  everyone  was 
moved  under  one  roof.  (All  the  business  offices  were  separate  until  recently.)  As  a  result  the 
administrative  staff  went  from  41  to  26  and  we  had  to  hire  a  lot  of  temps  during  the  year.  Some  people 
left  because  they  couldn't  adjust  to  the  new  philosophy.  And  the  new  jobs  required  different  sets  of  job 
skills,  and  some  staff  were  overwhelmed,  so  they  left. 


A  few  agencies  were  planning  expansions  of  volume,  specifically  to  reduce  per-visit  costs.  One  was 
in  the  process  of  developing  agreements  with  regional  hospitals  whereby  a  hospital  would  open  its  own 
home  health  agency  and  the  demonstration  agency  would  operate  the  hospital-based  agency  under  a 
subcontract.  The  agency  hoped  to  "lock  in"  referrals  as  well  as  increase  volume  with  this  approach. 
Another  agency  had  reached  an  agreement  with  regional  hospitals  to  form  a  separate  corporation  which 
would  offer  home  health  care.  This  agreement  was  to  become  fully  operational  only  with  the  end  of  cost- 
based  reimbursement  for  Medicare  home  health  care.  Because  the  new  corporation  would  be  able  to  offer 
a  large  volume  of  speciality  services,  the  per-visit  cost  of  these  services  was  expected  to  fall. 
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While  most  agencies  reduced  the  administrative  workforce,  one  reported  that  it  had  been  able  to 
substantially  increase  the  efficiency  of  its  billing  operations  by  creating  a  new  position—for  a  managed  care 
coordinator  knowledgeable  about  the  billing  requirements  of  the  HMOs  in  which  agency  patients  were 
enrolled. 

Six  agencies  mentioned  reducing  their  administrative  costs  by  reducing  nonlabor  administrative  costs. 
These  agencies  adopted  such  strategies  as  consolidating  copier  contracts,  reducing  their  use  of  janitorial 
services,  self-insuring  for  worker's  compensation  and  health  insurance,  joining  a  pool  for  health  insurance, 
reducing  travel  to  the  corporate  office,  moving  into  cheaper  space,  and  reducing  the  number  of  forms  to 
cut  printing  costs.  The  three  agencies  that  saved  administrative  labor  costs  by  merging  their  administrative 
activities  also  reported  being  able  to  reduce  nonlabor  administrative  costs.  Consolidating  contracts  and 
memberships  in  organizations  and  standardizing  insurance  benefits  and  using  one  insurance  agency  were 
among  the  ways.  An  executive  of  one  of  these  agencies  described  the  savings  of  going  from  three  beeper 
companies  to  one  as  "amazing." 

Five  agencies  reported  relying  on  increased  automation  of  administrative  functions  to  reduce  costs. 
Some  of  these  agencies  had  been  operating  on  a  totally  manual  basis  but  had  added  computers  during  the 
three  years  prior  to  our  site  visit.  Others  reported  adding  more  efficient  automated  systems  for  billing  and 
other  administrative  tasks. 

Only  one  agency  mentioned  eliminating  tasks  altogether  as  a  way  to  save  aclministrative  costs.  This 
agency  no  longer  audits  charts  against  bills;  charts  are  now  audited  only  for  consistency  with  orders  and 
to  assure  the  quality  of  care.  In  addition,  this  agency  has  reduced  its  filing  costs  by  batching  the  papers 
for  a  case  and  placing  them  in  order  only  if  and  when  that  case  is  selected  for  review.  The  savings  are 
considerable;  only  10  percent  of  cases  are  selected  for  review. 
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b.    Further  Initiatives  Planned 

About  15  percent  of  case  study  agencies  reported  that  they  had  planned  initiatives  to  further  reduce 
administrative  costs.  About  half  of  these  planned  increased  automation  of  administrative  tasks  by 
improving  management  information  systems,  for  example.  One  of  these  agencies  reported  that  it  was 
planning  to  get  management  "up  to  speed"  on  the  use  of  computers.  Four  agencies  planned  other  changes 
within  the  existing  administrative  structure.  They  were  planning  to  reallocate  responsibilities  to  fewer  staff 
as  attrition  occurred,  move  care  teams  into  the  same  building  so  that  they  would  need  fewer  clerical  staff, 
and  adopt  benchmarks  for  the  number  of  full-time-equivalent  (FTE)  administrative  staff  needed  (relative 
to  volume). 

The  remaining  agencies  with  plans  to  reduce  administrative  costs  hoped  to  do  so  through 
centralization.  One  planned  to  centralize  the  administration  of  the  agency,  an  affiliated  hospice,  and  an 
affiliated  hospital.  One  was  working  toward  developing  a  management  service  organization  in  conjunction 
with  a  regional  organization  of  visiting  nurse  associations.  It  planned  to  centralize  many  functions  under 
the  management  service  organization.  The  other  three  agencies  that  reported  plans  for  further 
administrative  changes  were  all  parties  to  the  same  merger  of  administrative  functions,  which  had  occurred 
shortly  before  our  visit.  The  management  of  the  merged  agency  was  considering  opportunities  for  more 
centralization;  one  was  the  elimination  of  the  executive  director's  position  at  the  constituent  agencies,  in 
favor  of  having  mid-level  managers  report  to  a  vice  president  in  the  management  company. 

2.    Changes  in  Administrative  Structure  and  Procedures 

Almost  three  quarters  of  case  study  agencies  reported  that  they  had  changed  their  administrative 
structure  or  procedures  in  the  year  preceding  our  site  visit.  The  most  common  change  was  a  reorganization 
of  administrative  responsibilities,  reported  by  about  half  of  the  case  study  agencies.  About  20  percent 
reported  reducing  administrative  staff,  either  absolutely  or  relative  to  the  volume  of  care  they  delivered, 
and  about  20  percent  also  reported  increased  monitoring  of  the  agency's  service  delivery  and  financial 
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performance  Only  a  handful  of  case  study  agencies  mentioned  change  in  home  office  allocanon,  or 
contracting  out  administrative  functions. 

Treatment-Control  Differences.  No  evidence  exists  that  agencies  in  the  treatment  group  were  more 
likely  than  those  in  the  control  group  to  have  had  change  of  their  administrative  structure  or  procedures  in 
the  year  preceding  the  site  visit.  Indeed,  more  control  agencies  (77  percent)  than  treatment  agencies  (67 
percent)  reported  such  changes  (although  the  difference  is  not  statistically  significant).  However,  some 
of  the  treatment  agencies  do  attribute  changes  in  administrative  structure  or  procedures  to  participation  in 
the  demonstration.  Ten  treatment  agencies—about  a  quarter  of  those  visited—indicated  that  participation 
in  the  demonstration  led  them  to  change  their  administrative  structure  or  procedures  or  accelerate  changes 
they  had  already  planned.  These  10  agencies  reported  reorganizing  administrative  functions  or 
responsibilities  (6  agencies),  increased  monitoring  of  financial  performance  or  service  delivery  (6 
agencies),  and  cutting  administrative  staff  (5  agencies). 

C.  PRODUCTIVITY 

About  1 5  percent  of  case  study  agencies  reported  placing  increased  emphasis  on  improving  visiting 
staff  productivity  during  the  three  years  prior  to  the  site  visit  to  reduce  their  per-visit  costs.  These  agencies 
pursued  a  variety  of  methods  to  enhance  productivity,  including  the  introduction  of  standards  or  quotas, 
controls  on  overtime  hours,  and  closer  supervision  and  more  frequent  monitoring  of  productivity.  Two 
agencies  (part  of  the  same  chain)  mentioned  increasing  the  length  of  the  workday  by  one-half  hour  (to  eight 
hours)  to  increase  productivity  of  their  salaried  visiting  staff. 

Two  agencies  reported  planning  additional  initiatives  to  enhance  productivity.  One  reported  that  it 
had  "shrunk  the  teams,"  so  that  a  smaller  number  of  staff  were  responsible  for  the  same  number  of 
patients.  The  other  reported  planning  to  introduce  productivity  standards  for  its  specialists— psychiatric  and 
hospice  nurses-although  it  noted  that  attempts  to  do  so  in  the  past  had  proved  problematic. 
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At  the  time  of  our  site  visits,  over  80  percent  of  the  case  study  agencies  reported  that  they  had 
productivity  standards  with  regard  to  the  number  of  visits  to  be  performed  by  a  day  FTE  registered  nurse. 
Over  two-thirds  reported  that  they  had  such  standards  for  a  FTE  home  health  aide.  Agencies  that  do  not 
have  productivity  standards  tend  to  be  those  that  pay  all  their  visiting  staff  on  a  per- visit  basis.2  For  such 
agencies,  the  length  of  a  visit  does  not  affect  their  labor  costs. 

The  mean  of  the  standards  reported  for  nurses  is  5.6  visits;  the  mean  of  the  standards  for  aides  is  5.7 
visits.  Eight  agencies  reported  that  their  standards  for  nurses  had  increased  in  the  year  preceding  our  site 
visits,  and  five  reported  that  their  standards  for  home  health  aide  visits  had  increased  during  that  same 
time.3  Standards  in  the  agencies  reporting  change  had  generally  been  below  the  above-mentioned  averages 
prior  to  the  change;  after  the  change,  their  standards  were  above  the  average.  Specifically,  the  standard 
for  nurses  in  these  agencies  averaged  5.0  visits  before  the  change  and  5.7  visits  afterward,  while  the 
standard  for  aides  averaged  4.9  visits  before  the  change  and  6.2  visits  afterward. 

Treatment-Control  Differences.  We  find  no  evidence  that  treatment  agencies  had  higher 
productivity  standards  than  control  agencies.  At  the  time  of  our  site  visit,  86  percent  of  treatment  agencies 
reported  having  such  standards,  compared  with  81  percent  of  the  control  agencies.  The  average  of  the 
standard  for  nurses  at  the  time  of  the  site  visit  was  5  .6  visits  for  both  the  treatment  and  control  agencies. 
The  average  standard  for  aides  was  slightly  higher  for  control  agencies  (5.8  visits)  than  for  treatment 
agencies  (5  .6  visits).  Of  the  1 1  agencies  reporting  a  change  in  productivity  standards  during  the  prior  year 
(for  either  nurses  or  aides),  7  were  in  the  control  group. 


:Such  limits  are  particularly  relevant  for  agencies  paying  on  a  per- visit  basis.  Some  agencies  had 
limits  on  the  number  of  visit  they  would  allow  per  day.  They  were  concerned  that  quality  would  be 
compromised  if  too  many  visits  were  performed  per  day. 

3One  agency  reported  a  decrease  in  the  standard  associated  with  moving  to  a  different  model  of  home 
health  care. 
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D.    AUTOMATION  TO  SUPPORT  VISITING  STAFF 

About  20  percent  of  the  case  study  agencies  reported  increasing  their  use  of  technology  to  assist 
visiting  staff  and  thereby  reduce  per-visit  costs  in  the  three  years  preceding  the  site  visit.  The  technology 
most  commonly  mentioned  was  the  use  of  laptop  computers  by  field  staff.  The  other  types  of  technology 
agencies  reported  adopting  to  reduce  per-visit  costs  included  electronic  mail,  voice  mail,  and  upgrades  to 
beeper  systems,  each  reported  by  one  agency.  One  agency  reported  developing  an  automated  attendance 
tracking  system.  A  few  agencies  reported  planning  further  automation  to  support  visiting  staff;  two  were 
planning  to  purchase  laptop  computers. 

In  addition  to  the  general  question  about  initiatives  to  reduce  per-visit  costs,  we  asked  case  study 
agencies  directly  about  their  use  of  computers  and  other  office  technology  to  reduce  clinical  paperwork  or 
otherwise  increase  the  efficiency  of  visiting  staff.  They  reported  using  a  variety  of  types  of  office 
technology,  as  described  next. 

1.    Portable  Computers  for  Clinicians 

Seven  agencies  reported  that  their  clinicians  were  using  portable  computers— either  laptop  or  handheld 
machines.  In  all  of  these  agencies,  clinical  staff  entered  information  directly  into  the  computer.  Most  of 
these  also  reported  that  the  computer  generated  visit  notes,  care  plans,  and  protocols  (for  specific 
diagnoses). 

The  reports  of  these  seven  agencies  suggest  that  a  lengthy  transition  period  may  be  required  before 
portable  computers  for  clinicians  produce  efficiency  gains.  Case  Note  VTI.2  provides  the  comments  of 
executives  of  four  of  these  agencies  about  their  computer  systems.  The  agencies  were  selected  for  Case 
Note  VTI.2  to  illustrate  different  stages  of  implementation-preparation,  partial  implementation,  and  full 
implementation. 
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CASE  NOTE  VH.2 

MOVING  TO  LAPTOP  OR  HANDHELD  COMPUTERS  FOR  FIELD  STAFF 


Preparation:  So  much  depends  on  the  utilization  of  laptops,  and  our  ability  to  get  electronic  signature 
authority.  Laptops  will  allow  staff  to  work  at  home  in  bad  weather  and  save  on  transportation  costs, 
allow  us  to  be  paperless  and  save  on  storage  costs.  They  will  also  improve  quality.  For  example,  the 
system  can  do  a  medication  interaction  listing  to  help  identify  potential  problems  with  adverse  reactions. 

Partial  Implementation,  Agency  A:  We  have  handheld  computers  for  nurses  to  enter  data.  Fifteen 
are  in  use  so  far.  The  learning  curve  has  been  great.  So  far,  we  can  do  visit  notes,  skilled  notes, 
conferences,  addendums,  and  MD  orders.  And,  we  have  a  medication  program  that  prints  out 
educational  material  for  patients.  We  will  be  able  to  download  by  phone  for  quality  assurance/utilization 
review.  In  theory,  this  system  will  cut  clinical  paperwork.  Currently,  the  financial  and  clinical  data  are 
on  two  systems.  They  can  be  linked,  but  aren't  yet.  It's  too  new  and  there  are  lots  of  glitches.  I'm 
hearing  that  visits  take  just  a  long  using  the  computer,  but  we're  forging  ahead. 

Partial  Implementation,  Agency  B:  The  computers  have  kept  us,  I  think,  from  reaching  our  six 
patients  per  day  productivity  level,  but  this  is  because  the  staff  is  learning  the  system.  I  expect  that  as 
they  get  better  at  it,  productivity  will  get  better.  There  is  a  learning  curve. 

Full  Implementation:  We  have  had  handheld  computers  for  about  1 8  months.  When  we  first  adopted 
computers,  there  was  total  upheaval.  We  had  a  well-oiled  machine  and  did  not  fully  realize  it.  The 
change  "blew  the  staff  away"  for  a  long  time.  It  took  about  nine  months  for  the  staff  to  feel  comfortable 
with  them.  We  also  had  to  reassign  a  lot  of  clerical  tasks.  Now  everybody  is  happy  with  computers  and 
would  not  go  back  to  the  old  system.  Carrying  them  around  has  not  been  a  problem.  They  fit  into  a  bag 
about  the  size  of  a  small  handbag.  The  nurses  wear  the  bags  on  their  shoulders.  In  the  evening,  the 
nurses  download  notes  either  into  a  computer  at  the  office  or  at  home  via  a  modem  and  indicate  what 
reports  are  to  be  printed  overnight  for  each  patient.  The  notes  come  out  looking  nice.  The  nurses  come 
in  the  next  morning  to  read  through  the  notes  and  reports  and  sign  the  latter. 

We  are  not  sure  yet  if  visit  length  has  been  reduced  by  the  computers.  One  nurse  reported  to  me  that 
it  takes  less  rime  to  do  a  regular  visit  using  the  computer.  Assessment  visits  still  take  a  long  time,  but 
the  assessment  visits  may  be  more  thorough  because  of  the  computer. 
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A  few  agencies  reported  that  they  were  currently  considering  portable  computers  for  visiting  staff, 
while  others  reported  that  they  had  considered  portable  computers  but  decided  against  them.  One  agency 
considering  portable  computers  had  issued  a  request  for  a  proposal  to  provide  laptops.  Some  of  the 
agencies  that  had  rejected  portable  computers  reported  that  they  could  not  raise  the  considerable  capital 
required  to  outfit  their  field  staff  with  computers.  Others  had  decided  that  the  saving  generated  by  the  use 
of  portable  computers  was  not  enough  to  justify  their  expense.  The  executive  of  one  such  agency  calculated 
that  the  computers  would  have  to  increase  productivity  by  one  quarter  of  a  visit  per  day  to  justify  their  cost. 
She  did  not  believe  that  such  a  level  of  productivity  increase  was  attainable.  Another  agency  executive 
reported  rejecting  laptops  because  she  did  not  believe  they  were  viable,  given  the  large  number  of  per-diem 
staff  employed  by  the  agency.  Still  another  executive  was  concerned  about  expense  and  maintenance, 
noting  that  computers  were  delicate  equipment  and  would  be  "bouncing  around"  in  the  back  of  the  agency 
nurses'  automobiles. 

This  last  agency  opted  instead  to  purchase  fax  machines  for  the  homes  of  every  professional  (at  a  cost 
of  $450  each),  in  lieu  of  providing  portable  computers  (at  several  times  the  cost).  It  reported  that  the  fax 
machines  increased  productivity  by  1 7  percent  by  reducing  the  need  for  visiting  staff  to  come  into  the 
office.  This  agency  was  also  implementing  imaging  technology  to  scan  handwritten  documents,  thereby 
eliminating  the  need  for  data  entry. 

2.    Office-Based  Computers  to  Support  Visiting  Staff 

About  half  of  the  case  study  agencies  reported  that  their  computer  generated  physician's  orders 
(HCFA  form  485).  Typically,  these  agencies  ask  nurses  to  manually  complete  an  admission  packet.  Later, 
back  at  the  office,  information  from  the  packet  is  entered  into  a  computer  by  clerical  staff.  The  physician's 
orders  are  generated  from  the  resulting  automated  record.  In  some  systems,  other  documents  are  also 
generated,  including  patient  education  materials  (reported  by  14  agencies  with  office-based  computer 
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systems  only),  drug  interaction  profiles  (10  agencies),  care  plans  (9  agencies),  care  protocols  for  specific 
diagnoses  (6  agencies),  and  summaries  of  patient  condition  for  physicians  (3  agencies). 

About  a  quarter  of  case  study  agencies  reported  creating  a  computer  file  at  the  time  of  the  referral  call 
(those  with  both  office-based  and  field  computers).  In  some  agencies  affiliated  with  hospitals,  liaison 
nurses  access  a  hospital  computer  to  initiate  a  home  health  record.  In  some  freestanding  agencies,  referrals 
come  into  a  special  unit  where  staff  enter  referral  information  into  the  computer,  directly  from  a  faxed-in 
referral  sheet  or  as  they  speak  over  the  telephone  to  a  referral  source.  Some  agencies  use  the  information 
taken  in  the  referral  call  to  generate  forms  with  pre-pnnted  headings,  thereby  eliminating  the  need  for  the 
field  staff  to  copy  information  into  fields  (such  as  those  that  identify  the  patient). 

About  a  third  of  case  study  agencies  reported  a  change  in  the  way  that  they  used  office-based 
computers  to  reduce  clinical  paperwork  during  the  year  preceding  our  site  visit.  A  handful  reported  that 
they  planned  further  automation  to  reduce  paperwork  or  that  they  planned  to  provide  office-based 
computers  for  field  staff. 

3.    Other  Office  Technology  to  Support  Visiting  Staff 

Although  few  case  study  agencies  reported  the  addition  or  upgrading  of  office  technology  when  they 
were  asked  about  initiatives  to  reduce  per-visit  costs,  most  use  some  office  technology.  Over  90  percent 
provide  staff  with  pagers  or  beepers.  One  executive  of  an  agency  that  was  expanding  its  provision  of 
beepers  to  include  all  of  its  staff,  noted  that  beepers  "make  it  much  quicker  to  reach  staff."  Some  agencies 
have  alpha/numeric  pagers  that  transmit  a  message  as  well  as  indicating  the  telephone  number  of  the 
incoming  call,  thereby  eliminating  the  need  for  staff  to  call  in  to  get  messages  such  as  "Call  Mrs.  Jones." 
One  agency  reported  using  an  automatic  telephone  system  that  answers  after  hours,  takes  a  message,  and 
automatically  beeps  the  on-call  nurse. 

Three-quarters  of  the  case  study  agencies  supply  cellular  phones  to  at  least  some  field  staff  or 
reimburse  for  work-related  calls.  Cellular  telephones  might  be  supplied  to  staff  fulfilling  a  particular 
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function  (nurses  on  call  after  hours)  or  to  those  in  certain  situations  (staff  working  in  unsafe  areas).4 
However,  professional  staff  often  purchase  their  own  cellular  phones  and  staff  paid  on  a  per-visit  basis 
or  under  a  contract  often  consider  a  cellular  phone  a  necessity  for  their  own  "business."  Agencies  reported 
limiting  the  use  of  cellular  phones  due  to  the  expense  involved,  because  some  staff  abused  them  by  making 
personal  calls,  or  because  equipment  had  been  lost  or  stolen.  In  addition,  a  few  agencies  noted  that 
cellular  telephones  were  not  useful  in  certain  areas  they  served.  Some  areas  are  "dead  zones. "  Service  may 
be  simply  unavailable  (for  example,  in  areas  of  extreme  poverty),  or  service  may  be  obstructed  by 
topographical  features  such  as  hills  or  forests  of  tall  trees. 

About  half  of  the  case  study  agencies  have  voice  mail  systems,  and  another  1 0  percent  have  electronic 
mail  systems.  Several  agency  executives  praised  voice  mail  as  very  helpful.  One  of  them  called  voice  mail 
a  "terrific  communication  improver."  A  few  agencies  reported  that  voice  mail  systems  were  connected 
to  beeper  systems  so  that  the  two  worked  in  tandem.  One  agency  that  has  an  electronic  mail  system 
reported  that  some  doctors  preferred  to  receive  messages  via  electronic  mail. 

While  many  case  study  agencies  use  fax  machines  in  their  offices  to  communicate  with  hospitals, 
doctors,  and  laboratories  (as  well  as  with  agency  branches  and  affiliated  organizations),  about  20  percent 
report  the  use  of  fax  machines  in  the  homes  of  staff.  While  fax  machines  at  home  are  often  only  supplied 
by  the  agency  only  for  staff  with  certain  responsibilities  (such  as  supervisors  and  admitting  nurses),  staff 
working  under  contracts  (such  as  therapists)  often  work  from  their  homes  and  have  purchased  their  own 
fax  machines.  However,  as  noted  earlier,  one  agency  reported  that  it  had  purchased  fax  machines  for  the 
homes  of  all  of  its  professional  visiting  staff,  in  lieu  of  providing  portable  computers. 


4Another  agency  executive  noted  that  she  did  not  provide  cellular  phones  because  she  wanted  staff 
to  leave  the  area  if  the  situation  was  unsafe  rather  than  relying  on  a  telephone  to  call  for  help. 


164 


< 


c 


Also  as  indicated  earlier,  one  agency  had  developed  an  automated  attendance  tracking  system  as  a 
way  to  reduce  clinical  paperwork.  The  operation  of  this  system  is  described  in  Case  Note  VII.  3.  Another 
agency  (operating  in  the  same  metropolitan  area)  was  considering  adopting  the  same  system. 


CASE  NOTE  VII.  3 

AN  AUTOMATED  ATTENDANCE  TRACKING  SYSTEM 

We  put  in  a  system  that  is  an  automated  attendance  tracking  system.  A  high-tech  defense  contractor 
approached  us  about  developing  this  system.  They  wanted  to  diversify. 

When  an  aide  comes  into  the  patient's  home,  she  dials  an  800  number  and  puts  in  her  PIN  number 
Then  the  computer  calls  the  aide  back  at  the  patient's  home.  When  the  aide  is  finished,  she  dials  in 
again  and  keys  in  what  he  or  she  did  during  the  visit.  The  supervisor  gets  a  report  on  all  aides  on  her 
desk  the  following  morning.  The  report  highlights  the  exceptions  (for  example,  visit  too  short,  aide  was 
late).  As  a  result,  problems  get  cleared  up  right  away,  and  the  paperwork  is  decreased  dramatically. 
All  in  all  the  system  produces  less  paper,  which  means  less  filing  and  less  data  entry—as  well  as  better 
data  for  supervision. 

4.    Treatment-Control  Differences  in  Automation  to  Support  Visiting  Staff 

We  find  no  evidence  of  treatment  agencies  changing  their  use  of  computers  in  anticipation  of  or  in 
early  months  of  the  demonstration.  Indeed,  although  the  difference  is  small,  more  control  agencies  (42 
percent)  than  treatment  agencies  (36  percent)  reported  a  change  in  their  use  of  computers  in  the  year  pnor 
to  our  site  visit.  Also,  only  three  agencies  (two  in  the  treatment  group  and  one  in  the  control  group) 
reported  that  the  change  in  the  use  of  computers  was  either  caused  by  the  demonstration  or  accelerated  by 
it.  One  treatment  agency  reported  that  it  had  accelerated  its  schedule  for  the  implementation  of  handheld 
computers,  and  another  reported  that  it  was  now  submitting  485  forms  electronically.  A  control  agency 
reported  that  it  decided  to  purchase  one  laptop  computer  as  a  result  of  its  participation  in  the 
demonstration. 
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Nor  is  there  a  material  difference  in  the  use  of  other  office  technology  to  support  visiting  staff.  All 
of  the  treatment  agencies  in  the  case  study  reported  having  such  office  technology  as  did  90  percent  of  the 
control  agencies. 

E.    USE  OF  SUPPORT  STAFF  FOR  CLINICAL  STAFF 

More  than  1 5  percent  of  case  study  agencies  mentioned  that  they  had  increasingly  used  support  staff 
in  the  place  of  clinical  staff  during  the  three  years  poor  to  our  site  visit  as  a  means  of  reducing  per-visit 
costs.  These  agencies  specifically  mentioned  expanding  the  use  of  clerical  staff  for  intake,  scheduling,  and 
preparing  discharge  records.   No  agency  planned  additional  initiatives  to  expand  use  of  support  staff. 

At  the  time  of  our  site  visits,  about  85  percent  of  case  study  agencies  reported  that  they  used  clerical 
staff  to  support  clinical  staff.  The  most  common  use  of  clerical  staff  was  to  complete  the  485;  about  half 
of  case  study  agencies  reported  they  use  clerical  staff  for  this  function.  A  substantial  percentage  of 
agencies  also  mentioned  using  clerical  staff  for  data  entry  of  information  from  clinical  records  or  filing 
clinical  records.  Smaller  percentages  mentioned  having  clerical  staff  track  physician  orders  and  fax 
messages  to  physicians  and  laboratones.  A  few  case  study  agencies  reported  using  clerical  staff  to 
dispatch  incoming  referral  calls.  Others  reported  using  clerical  staff  to  order  or  dispense  supplies.  One 
of  these  agencies  reported  that  its  nurses  call  in  supply  requests,  which  are  then  filled  by  a  clerk  .  The 
ordered  supplies  are  collected  and  waiting  for  the  nurse  when  he  or  she  next  arrives  at  the  office.  Another 
agency  reported  having  car  boxes  for  routine  supplies,  which  nurses  bring  into  the  office  for  restocking  by 
a  clerk.  A  few  case  study  agencies  also  reported  using  clerical  staff  to  schedule  visits.  Doing  so,  however, 
appears  to  be  a  "sticky  issue,  as  nurses  want  control  over  their  own  time."  To  avoid  this  problem,  one 
agency  reported  using  clerical  staff  to  schedule  aide  visits.  Finally,  a  few  agencies  reported  using  clerical 
staff  for  monitoring  tasks  such  as  checking  visit  notes  against  time  records  to  ensure  consistency. 

Treatment-Control  Difference.  We  find  no  evidence  that  treatment  agencies  are  more  likely  than 
control  agencies  to  use  clerical  staff  to  reduce  clinical  paperwork.  In  fact,  a  somewhat  larger  percentage 
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of  control  agencies  (90  percent)  than  treatment  agencies  (80  percent)  reported  using  clerical  staff  to  reduce 
clinical  paperwork.  Moreover,  of  the  four  agencies  that  reported  a  change  in  their  use  of  clerical  staff  as 
a  result  of  the  demonstration,  three  are  in  the  control  group.  These  three  agencies  reported  changes  in 
clerical  staffing  to  accommodate  the  demonstration  data  collection  (required  of  both  treatment  and  control 
agencies).  Although  there  is  no  treatment-control  difference  in  the  use  of  support  staff,  the  change  in  the 
use  of  clerical  staff  reported  by  the  fourth  agency  (in  the  treatment  group),  presented  in  Case  Note  VTI.4, 
involves  an  interesting  approach  to  the  use  of  clerical  support  staff. 

CASE  NOTE  VH.4 

CHANGE  IN  USE  OF  CLERICAL  STAFF  TO  SUPPORT  CLINICAL  STAFF 

During  the  last  year,  the  clerical  staff  had  title  changes  and  role  changes.  Their  titles  became  "support 
partners,"  and  we  rely  on  them  much  more  than  we  did.  They're  helping  with  insurance  verifications, 
writing  care  plans,  and  communicating  with  medical  offices.  Their  whole  work  load  changed. 
Prospective  Payment  had  an  impact  on  this  because  there  was  more  benefit  to  doing  it.  It  facilitated 
what  we  wanted  to  do. 

F.    BASIS  OF  STAFF  PAYMENT 

About  1 5  percent  of  case  study  agencies  reported  changing  the  basis  for  payment  of  visiting  staff 
during  the  three  years  poor  to  our  site  visit  in  order  to  reduce  per- visit  costs.  5  About  half  of  the  agencies 
reported  moving  to,  or  expanding,  their  use  of  per-visit  payment  to  this  end.  A  few  of  these  reported 
considerable  increases  in  productivity;  Case  Note  VTI.  5  presents  the  experience  of  two  of  the  agencies  with 
productivity  gains.  Two  agencies  reported  adding  incentives  for  their  salaried  staff  to  increase  productivity. 
One  of  these  devised  a  system  under  which  visiting  staff  receive  additional  pay  for  timely  submission  of 
documentation  and  doing  more  visits  a  day  than  the  standards  specify.   Another  agency  reported  planning 


5When  asked  directly  whether  they  had  changed  their  basis  of  payment  in  the  last  year,  1 0  case  study 
agencies  reported  changing  it  for  nurses,  eight  for  physical  therapists,  six  for  home  health  aides,  and  one 
each  for  occupational  therapists,  speech  therapists,  and  medical  social  workers. 
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to  increase  the  use  of  per-diem  staff  (in  lieu  of  contracted  staff)  in  order  to  avoid  paying  benefits  to  reduce 
per-visit  costs. 


CASE  NOTE  VII 5 

CHANGING  BASIS  OF  STAFF  PAYMENT 

Agency  A:  Three  years  ago  the  agency  decided  it  had  to  become  cost-effective  in  order  to  compete  for 
managed  care.  At  the  time,  half  of  the  staff  was  paid  per  visit  and  half  were  paid  hourly.  Everyone  was 
switched  to  per- visit,  except  for  the  home  health  aides.  We  had  to  add  a  benefit  for  meeting  time— we' re 
still  working  on  that  one.  But  we  really  had  a  low  turnover  in  response  to  the  change  [in  payment].  We 
had  a  real  increase  in  productivity-the  hourly  staff  were  doing  four  visits  a  day,  and  now  they  are  up 
to  nearly  seven. 

Agency  B:  We  went  to  paying  staff  on  a  per- visit  method,  in  hopes  of  increasing  productivity.  It 
worked.  In  1991,  our  productivity  was  under  5  visits  a  day,  and  we  pushed  it  up  to  5.5,  and  eventually 
to  6.  But  we  couldn't  get  higher.  Then  we  changed  the  payment  system  so  that  a  nurse  would  break 
even  [relative  to  the  old  salary  system]  at  6.5  visits  a  day.  Some  slower  nurses  didn't  care  as  much,  as 
they  just  earned  less.  But  those  who  wanted  to  earn  more,  could.  It  [per- visit  payment]  focuses  them 
on  what  they  are  doing;  they  get  everything  done  in  the  home...  It  has  made  them  more  organized.  This 
[break-even  provision]  was  instituted  last  July;  before  that,  employees  always  expanded  the  work  to  fit 
the  week.  Now  they  are  more  efficient. 


While  increased  use  of  nurses  paid  on  a  per-visit  basis  may  reduce  per-visit  costs,  it  may  not  be 
conducive  to  decreasing  the  number  of  visits  under  capitated  or  prospective  payment.  (See  discussion  in 
Chapter  V7JI  on  moving  to  salaried  staff  to  facilitate  a  reduction  in  visits  per  episode.)  Agencies  are 
working  in  a  changing  environment,  as  an  executive  of  one  of  the  agencies  that  had  recently  changed  to 
paying  visiting  staff  on  a  per-visit  basis  (from  salaried)  noted.  She  was  considering  changing  the  form  of 
payment  again  and  would  likely  go  to  hourly  payment.  Another  agency  reported  that  it  was  seeking  the 
optimal  distribution  of  different  types  of  staff  payment.  It  was  considering  using  a  combination  of  salaried 
and  per-visit  payment  and  contract  staff. 

Treatment-Control  Difference.  There  was  very  little  difference  in  the  percentages  of  treatment 
and  control  agencies  (3 1  versus  26  percent)  reporting  that  they  changed  the  basis  for  payment  for  one  or 
more  type  of  staff  during  the  year  preceding  the  site  visit.  Moreover,  only  three  agencies  reported  that  they 
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made  these  changes  because  of  the  demonstration  or  that  the  demonstration  accelerated  the  change.  Two 
treatment  agencies  reported  increasing  their  use  of  salaried  staff  in  order  to  have  more  control  over  their 
operations  and  the  number  of  visits  rendered  during  the  episode.  One  treatment  agency  reported  increasing 
its  use  of  per-visit  home  health  aides  in  order  to  reduce  its  benefit  costs,  and  thus  its  per-visit  costs. 

G.  TRAVEL 

About  1 5  percent  of  case  study  agencies  reported  that  they  had  reduced  per-visit  costs  by  reducing 
travel  costs  in  a  variety  of  ways.  They  had  restructured  the  staffing  of  geographic  areas,  improved  their 
scheduling  programs  to  reduce  mileage,  and  increased  scrutiny  and  control  of  travel  costs.  Another  agency 
reported  going  to  an  "in-home"  record,  which  it  reported  had  decreased  the  staff  time  by  eliminating  trips 
to  the  office  to  get  the  record  and  reducing  the  need  to  coordinate  staff.  This  agency  also  reported  that  the 
in-home  record  served  to  engage  the  patient  in  his  or  her  own  care. 

A  few  agencies  reported  plans  to  further  reduce  their  travel  costs.  One  was  considering  adopting  an 
in-home  record.  Another  was  arranging  for  laboratory  work  to  be  dropped  off  at  a  network  of  urgent  care 
centers  throughout  the  metropolitan  area.  One  was  decentralizing  its  AIDS/TV  team  so  that  its  members 
operated  out  of  branch  offices,  rather  than  a  central  office.  Finally,  in  an  effort  to  schedule  visits  to 
minimize  travel  distance,  one  agency  had  hired  a  vendor  to  develop  a  mapping  program.  Describing  this 
program,  an  executive  remarked,  "We  plug  in  the  addresses,  and  the  program  tells  us  the  best  way  to  get 
there." 

When  asked  directly  about  changes  in  travel  costs  in  the  year  prior  to  the  site  visit,  five  agencies 
reported  changes  that  stemmed  from  improved  scheduling  or  restructuring  of  assignments  so  that  staff 
served  a  more  compact  geographic  area.  Three  reported  a  decrease  due  to  a  reduction  in  trips  to  the 
agency's  central  office;  two  reported  decreases  due  to  the  opening  or  closing  of  branch  offices,  and  one 
an  increase  due  to  the  addition  of  travel  reimbursement  for  staff  paid  on  a  per-diem  basis.  One  of  the 
agencies  that  reported  a  decrease  in  trips  to  the  central  office  had  office  space  in  a  remote  area  for  use  by 

169 


( 


( 


staff  working  in  that  area  The  office  provides  staff  with  a  place  to  do  paperwork  and  make  telephone  calls. 
Three  times  a  week  a  courier  makes  the  round  trip  from  this  office  to  the  agency's  central  office.  This 
office  is  not  considered  a  branch  because  it  has  no  published  telephone  number,  no  medical  records,  and 
no  staff  assigned  to  it. 

Treatment-Control  Difference.  We  find  little  evidence  that  treatment  agencies  changed  their 
procedures  on  travel  costs  for  the  demonstration.  About  the  same  percentage  of  treatment  agencies  (45 
percent)  and  control  agencies  (39  percent)  reported  a  change  in  their  travel  costs  in  the  year  preceding  the 
site  visit.  Of  the  five  agencies  that  attributed  changes  in  travel  costs  to  the  demonstration  or  that  reported 
changes  accelerated  by  the  demonstration,  three  were  in  the  treatment  group  and  two  were  in  the  control 
group.  However,  these  three  treatment  agencies  reported  reductions  in  travel  costs  due  to  improved 
scheduling  and  restructuring  of  staff  assignments,  while  the  two  control  agencies  reported  increases  in 
travel  costs  associated  with  timely  collection  and  submission  of  demonstration  data. 

H.   SUPPLY  COSTS6 

About  15  percent  of  the  case  study  agencies  reported  reducing  supply  costs  in  order  to  reduce  per- visit 
costs.  Several  had  standardized  supplies  and  introduced  centralized  purchasing  in  concert  with  an 
affiliated  organization.  Others  had  introduced  inventory  control.  Case  Note  VTJ.6  describes  the  efforts  of 
one  agency  to  control  supply  costs.  A  few  additional  agencies  reported  having  similar  initiatives  planned 
to  reduce  supply  costs. 


6We  did  not  ask  a  specific  question  on  changes  in  procedures  with  respect  to  supplies  and  therefore 
cannot  investigate  treatment-control  differences  in  these  changes. 
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CASE  NOTE  VH  6 

CONTROL  OF  SUPPLY  COSTS 

We  did  several  things  around  supplies,  including  getting  a  better  handle  on  inventory  so  that  we  have 
no  more  than  five  days  inventory  available  (  a  long  weekend),  standardizing  the  supplies  used  by  various 
branches  and  affiliated  agencies  and  going  to  centralized  purchasing  (which  produces  some  discounts). 


I.     FACTORS  LIMITING  ABILITY  TO  CONTROL  PER-VISIT  COSTS 

Almost  three-quarters  of  case  study  agencies  reported  that  there  were  factors  that  inhibited  their  ability 
to  control  their  per- visit  costs.  They  cited  a  range  of  factors.  Case  Note  VH  7  presents  one  agency's 
response  to  our  question  about  those  factors. 


CASE  NOTE  Vn.7 

FACTORS  THAT  LIMIT  ABILITY  TO  CONTROL  PER-VISIT  COSTS 

The  union  and  the  staff  have  a  lot  of  expenence  in  the  old  system.  They  refuse  to  change  anything, 
especially  if  they  think  it  may  affect  the  patient. 

The  paperwork  also  kills  us.  There  is  endless  amounts  of  paper,  compounded  by  participation  in  this 
study  [the  demonstration].  There  is  a  lot  of  redundant  and  useless  paper.  And  the  OBQI  [demon- 
stration outcome-based  quality  improvement]  requirements  are  making  some  documentation 
requirements  outdated.  In  the  past,  our  response  to  any  issue  has  been  to  add  a  new  form.  We  don't 
have  the  technology  to  do  these  forms  efficiently,  so  we  need  to  cut  them  out.  Now  we're  engaging  in 
dialogue  to  find  out  what  is  essential,  what  is  safer  to  have,  and  what  could  we  do  without.  For 
example,  the  JC AHO  [assessment]  form  is  1 7  pages  that  assesses  everything,  the  environment,  etc. 
One  half  of  our  record  is  assessment  as  well.  Is  any  of  this  ever  used  again?  Then  add  on  the 
OBQI,  which  is  functional  assessment.  And,  we  find  ourselves  with  three  assessments,  which  aren't 
used  very  much.  This  shouldn't  happen. 


Over  a  quarter  of  case  study  agencies  (including  the  agency  descnbed  in  Case  Note  VII.  7)  mentioned 
paperwork  and  the  need  to  conform  with  state  and  Medicare  regulations  as  factors  that  limited  their  ability 
to  control  per-visit  costs.  In  addition  to  citing  the  "endless  amounts  of  paper,"  a  few  agencies  mentioned 
Medicare  requirements  about  aide  supervision;  the  expense  of  state  worker's  compensation  benefits; 
Medicare  depreciation  regulations,  which  were  viewed  as  preventing  depreciation  over  a  reasonable  period; 

171 


( 


< 


i 


and  conflict  between  state  and  federal  regulations.  A  few  agencies  also  noted  that  Medicare's  cost- 
reimbursement  system  provided  no  incentive  to  control  per-visit  cost,  provided  the  agency's  aggregate 
costs  were  under  the  Section  223  limits. 

Slightly  less  than  a  quarter  of  case  study  agencies  mentioned  that  salary  levels  limit  their  ability  to 
control  per-visit  costs.  The  high  salaries  commanded  by  therapists,  either  working  as  employees  or  under 
contract,  were  most  often  cited.  A  few  agencies  mentioned  having  to  pay  union  wage  scales.  One  agency 
mentioned  the  high  salaries  commanded  by  very  experienced  staff,  and  another  mentioned  the  cost  of 
paying  benefits  to  aide  staff. 

Slightly  less  than  20  percent  of  case  study  agencies  mentioned  that  staff  attitudes  or  staff  turnover 
limited  their  ability  to  control  per- visit  costs.  They  noted  that  staff  was  often  resistance  to  the  change 
required  to  cut  costs,  especially  if  they  thought  patient  welfare  was  adversely  affected.  The  costs  of 
recruiting  and  retraining  after  turnover  of  both  visiting  and  administrative  staff  was  also  mentioned  as  an 
impediment  to  cost-control  efforts. 

About  one  in  seven  of  the  case  study  agencies  mentioned  that  travel  costs  limited  their  ability  to 
control  per-visit  costs.  Travel  costs  are  a  particularly  important  factor  for  agencies  in  urban  areas  in  where 
staff  security  is  an  issue  and  in  agencies  that  serve  wide  geographic  areas.  To  protect  their  staff,  agencies 
sometimes  send  security  guards  with  them  or  they  hire  taxis  to  transport  their  staff  and  wait  during  the 
visit.  The  cost  of  travel  in  rural  areas  is  sometimes  compounded  by  the  shortage  of  therapists.  If  therapists 
were  more  widely  available,  then  each  of  them  could  serve  a  more  compact  geographic  area. 

About  one  in  seven  of  the  case  study  agencies  also  reported  that  their  ability  to  limit  per-visit  costs 
was  restricted  by  the  seventy  of  patient  illness  and  the  resources  required  to  provide  quality  care.  Noting 
that  patients  are  discharged  from  the  hospital  sooner  than  they  used  to  be  and  that  some  are  not  clinically 
stable  at  the  time,  one  agency  executive  commented  that  the  costs  of  serving  these  patients  increase. 
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Nurses  with  the  skills  needed  to  care  for  them  command  higher  salaries  and  more  supervision  is  required 
to  ensure  the  quality  of  their  care. 

About  one  case  study  agency  in  10  reported  that  it  lacked  the  computer  resources,  management 
information  system,  or  administrative  staff  to  properly  manage  its  costs.  For  example,  some  agencies 
mentioned  that  they  were  not  able  to  link  patient  characteristics  to  service  use  and  thus  lacked  information 
that  would  be  very  valuable  in  improving  their  efficiency. 

Finally,  smaller  numbers  of  agencies  described  other  factors  that  limited  their  ability  to  control  per- 
visit  costs.  Three  mentioned  the  loss  of  economies  of  scale  that  comes  with  decreasing  volume.  They 
attributed  their  decreased  volume  to  the  loss  of  referral  sources,  competition  from  other  agencies,  and  per- 
episode  prospective  payment.  Two  agencies  mentioned  the  costs  "stepped-down"  to  them  by  parent 
organizations  as  a  factor.  Two  agencies  each  mentioned  the  costs  of  completing  demonstration  paperwork, 
the  costs  of  staff  education  and  meetings,  and  the  cost  of  JCAHO  accreditation. 

An  agency  that  was  involved  in  a  merger  with  hospitals  in  the  region  as  a  way  to  reduce  its 
administrative  costs  relative  to  its  volume  mentioned  the  pitfalls  inherent  in  such  a  venture  as  a  factor  that 
limited  its  ability  to  control  per-visit  costs.  An  executive  of  this  agency  noted  that  the  cultures  of  the 
organizations  involved  differed  and  that  the  agency  was  moving  ahead  slowly  with  the  merger  and  trying 
to  build  consensus  among  the  staff  with  every  step.  Executives  of  the  merged  entity  formed  by  three 
demonstration  agencies  also  stressed  the  importance  of  respecting  the  cultures  of  the  constituent  agencies 
and  bemoaned  the  inefficiencies  that  arise  in  doing  so.  Case  Note  VTJ.8  presents  some  of  their  comments. 
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CASE  NOTE  Vn.8 

INEFFICIENCIES  ARISING  FROM  CULTURAL  DIFFERENCES 

Executive  A:  We  walk  a  tightrope  here  [at  this  agency]  because  the  "big  gun"  came  from  this  agency. 
She  [the  big  gun]  wants  to  make  sure  that  it  looks  like  we  are  all  treated  fairly  and  we  don't  force  things 
on  the  other  agencies.  But  the  reality  is  that  we  were  the  bigger  agency,  the  most  sophisticated,  and  had 
the  most  going  for  us  before  the  merger.  So  now  I'm  constrained  in  ways  that  are  inefficient. 

It  is  just  frustrating  to  get  consensus  on  changes.  The  other  agencies  are  dealing  with  changes  that  we 
dealt  with  a  long  time  ago.  And  they  talk  and  talk  and  talk  about  it.  And  I  want  to  say,  'Just  do  it,  it's 
not  a  big  deal. ' 

Executive  B:  Keeping  three  boards  and  three  sets  of  books  is  a  nightmare.  But  this  is  the  only  way  we 
could  get  the  boards  of  the  agencies  to  go  along  with  the  merger.  But  this  will  change  in  the  future.  It 
has  to. 
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VIII.  "MAKE  EACH  VISIT  REALLY  COUNT"— REDUCING  VISITS  PER 
EPISODE  IN  RESPONSE  TO  PROSPECTIVE  PAYMENT 


Under  per-episode  prospective  payment,  home  health  agencies  have  an  incentive  to  reduce  the  cost 
of  care.  A  major  way  they  might  do  this  is  by  reducing  the  number  of  Medicare  visits  (or  rendering  a  less 
costly  mix  of  visits)  during  the  first  120  days  of  an  episode  for  which  payment  is  made  in  a  lump  sum. 

We  asked  the  agencies  we  visited  about  plans  for  specific  initiatives  to  reduce  visits  during  the  first 
120  days  of  the  episode.  We  asked  treatment  agencies  whether  they  had  any  specific  initiatives  planned 
and,  if  so,  to  describe  each— whether  it  was  in  response  to  per-episode  prospective  payment,  whether 
implementation  had  begun,  and  whether  they  had  run  into  any  problems  in  implementation.  We  asked 
control  agencies  whether  they  had  any  specific  initiatives  planned  for  implementation  if  they  were  selected 
for  the  treatment  group  and,  if  so,  to  describe  each. 

In  this  chapter,  we  summarize  agency  responses  to  these  questions,  describing  initiatives  planned  or 
undertaken  in  response  to  prospective  payment.  However,  visits  per  episode  could  have  been  changing 
in  both  treatment  and  control  agencies  for  reasons  unrelated  to  the  demonstration.  This  possibility  is 
investigated  in  Chapter  IX. 

A.   TREATMENT  GROUP:  INITIATIVES  TO  REDUCE  VISITS 

Half  (18)  of  the  36  case  study  agencies  in  the  treatment  group  reported  that  they  had  specific 
initiatives  to  reduce  visits  per  episode  planned  in  response  to  per-episode  prospective  payment  or  for 
which  adoption  or  implementation  was  accelerated  by  prospective  payment.  Here,  we  first  describe  these 
initiatives  and  then  the  answers  of  the  remaining  half  of  the  treatment  agencies  when  asked  about  specific 
initiatives  in  response  to  prospective  payment. 
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1.    Initiatives  in  Response  to,  or  Affected  by,  Prospective  Payment 

Those  case  study  treatment  agencies  that  reported  specific  initiatives  in  response  to  prospective 
payment  had  a  variety  of  approaches  in  mind  to  reduce  the  number  of  home  health  visits.  These 
approaches  may  be  grouped  into  nine  types.  Table  VTH.  1  indicates  the  number  of  case  study  treatment 
agencies  that  planned  each  type  of  approach  in  response  to  per-episode  prospective  payment  or  for  which 
adoption  or  implementation  was  accelerated  in  response  to  prospective  payment. 

a.    Closer  Supervision  of  Utilization 

Half  the  18  case  study  agencies  with  specific  initiatives  planned  indicated  that  they  were  more  closely 
supervising  utilization  of  visits.  This  supervision  takes  different  forms  in  different  agencies.  Two  agencies 
require  that  the  initial  plan  of  treatment  be  reviewed  by  a  clinical  supervisor,  with  special  justification 
required  for  any  visits  beyond  those  originally  approved.  One  of  these  agencies  reported  paying  special 
attention  to  the  need  for  twice  a  day  aide  visits.  Case  Note  VDI.  1  describes  the  care-planning  process  prior 
to  the  implementation  of  the  demonstration  in  the  other  agency  with  closer  supervision  of  the  initial  plan 
of  care. 

CASE  NOTE  Vm.l 

FROM  ROUTTN1ZED  TO  INDIVIDUAL  CARE  PLANS 

In  the  past,  we  admitted  a  patient  daily  for  five  days,  three  times  a  week  for  three  weeks,  two  times  a 
week  for  three  weeks,  and  one  time  a  week  for  a  short  time.  This  was  pretty  routine,  regardless  of 
patients'  needs.  Now,  we  plan  to  individualize  the  care  plan  based  on  patients'  needs. 

Another  agency  requires  a  weekly  face-to-face  meeting  with  a  clinical  supervisor  to  review  the  care  plan 
for  every  active  case.  Still  another  has  implemented  the  development  of  care  plans  covering  the  first  four 
weeks  of  care.  Nurses  are  required  to  justify  any  visits  after  four  weeks;  they  are  asked,  "Is  it  necessary 
or  nice9"  Finally,  one  agency  is  developing  feedback  mechanisms  for  its  staff  so  that  they  can  be  actively 
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involved  in  the  financial  management  of  each  case.  Its  nurse  case  managers  now  receive  a  periodic  report 
giving  the  number  of  visits  and  the  cost  of  care  already  rendered  to  each  active  patient. 

b.    Care  Maps 

More  than  a  third  of  case  study  agencies  with  specific  initiatives  planned  in  response  to  per-episode 
prospective  payment  were  considenng  systematizing  care  with  care  maps,  care  profiles,  protocols,  or 
critical  pathways  for  patients  with  selected  diagnoses.1  One  agency  executive  praised  care  maps  as 
"making  nurses  think  about  what  each  visit  is,  and  how  to  make  it  all  work  for  us."  As  Case  Note  Vin.2 
illustrates,  the  value  of  care  maps  is  that  they  provide  guidance  to  visiting  staff  on  how  to  reduce  the 
number  of  visits  per  episode. 


CASE  NOTE  Vffl.2 

THE  VALUE  OF  CARE  MAPS  IN  REDUCING  VISITS  PER  EPISODE 

We  are  working  on  care  maps.  If  you  do  want  to  decrease  visits,  we  have  to  give  them  some  guidelines 
about  how  to  do  it.  So  we  bought  some  guidelines,  but  we're  revising  them.  We  can't  tell  nursing  staff 
"make  fewer  visits."  We  need  to  get  them  together  and  thinking  about  how  to  get  the  patient  well 
sooner. 

Chapter  IX  contains  a  further  discussion  on  the  use  of  care  maps. 

c.    Greater  Reliance  on  Family  Support  and  Community  Services 

More  than  a  third  of  case  study  agencies  with  specific  initiatives  reported  placing  greater  reliance  on 
family  caregivers  or  community  services  (or  both).  Two  agencies  mentioned  more  reliance  on  family 
members  to  provide  both  personal  care  and  routine  treatments,  thereby  reducing  the  need  for  home  health 

'These  approaches  to  are  similar  but  not  identical.  All  indicate  the  types  of  care  that  are  appropriate 
for  patients  with  particular  conditions.  One  major  difference  relevant  to  prospective  payment  is  whether 
or  not  guidance  is  provided  on  the  visit  on  which  a  particular  type  of  care  is  to  be  rendered  or  on  the  total 
number  of  visits  required. 
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aide  and  skilled  visits.  One  of  these  agencies  reported  that  it  was  considering  more  use  of  home  exercise 
programs,  implemented  by  families  (with  monitoring  from  a  physical  therapist).  Several  agencies 
mentioned  greater  use  of  medical  social  services  or  provision  of  a  medical  social  work  visit  earlier  in  the 
episode  than  in  the  past  to  hook  up  the  patient  with  community  services  (such  as  homemaker  services  or 
home-delivered  meals).  Two  agencies  reported  hiring  medical  social  workers  (one  to  replace  a  social 
worker  under  contract).  With  community  services  in  place,  the  patient  may  have  less  need  for  home  health 
aide  care  during  the  episode.  In  addition,  if  community  services  are  arranged  for  in  a  timely  way,  the 
agency  will  not  have  to  face  the  dilemma  of  retaining  a  patient  who  no  longer  needs  skilled  care  (in 
violation  of  the  Medicare  regulations)  or  discharging  a  patient  to  inadequate  personal  care. 

d.    Telephone  Contact 

A  third  of  the  case  study  treatment  agencies  with  specific  initiatives  reported  the  use  of  telephone 
contacts  (instead  of  sending  staff  to  the  home)  to  reduce  visits.  Three  agencies  reported  plans  to  monitor 
patient  compliance  with  self-care  through  telephone  calls.  One  of  these  had  just  arranged  a  telemonitonng 
service  to  have  nurses  (on  the  staff  of  the  telemonitonng  service)  telephone  agency  patients  for  whom 
compliance  is  an  issue  and,  if  necessary,  "walk"  the  patient  through  his  or  her  treatment  regimen  over  the 
telephone.  One  agency  reported  using  the  telephone  to  "triage"  patients,  differentiating  those  who  are 
stable  and  thus  do  not  need  visits  from  those  who  are  not  stable  and  who  do  require  visits.  Another  agency 
reported  that  it  planned  to  use  the  telephone  to  provide  socialization  to  patients  for  whom  the  number  of 
visits  was  reduced.  Another  reported  that  it  was  planning  to  have  a  social  worker  provide  telephone  calls 
to  patients  to  reassure  them  that  their  needs  were  not  unnoticed.  Both  agencies  believe  that  socialization 
is  very  important  to  patients,  many  of  whom  are  socially  isolated. 
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e.    Speeding  up  Learning 

More  than  a  quarter  of  case  study  agencies  with  specific  initiatives  planned  indicated  that  they  were 
focusing  on  teaching  patients  and  caregivers  to  learn  to  provide  needed  care  as  quickly  as  possible,  so  that 
the  patient  could  be  discharged  more  quickly  or  the  nurse  could  assume  a  monitonng  role,  thereby  reducing 
the  number  of  nursing  visits.  These  agencies  are  trying  somewhat  different  approaches  to  speed  up  the 
learning  process.  Three  reported  lengthening  the  duration  of  visit—one  from  their  traditional  45  minutes 
to  up  to  two  hours.  Two  of  these  three  agencies  did  not  report  any  problems  with  longer  visits.  However, 
the  third  agency  reported  that  it  had  tried  to  speed  teaching  by  consolidating  nursing  visits  but  had  given 
up  this  attempt  because  the  patients  could  not  "get"  the  teaching  fast  enough.  Two  agencies  reported 
providing  more  frequent  visits  early  in  the  episode  to  enhance  learning— one  was  providing  daily  visits  for 
teaching.  Case  Note  VIII. 3  presents  the  underlying  rationale  for  daily  teaching  visits  as  reported  by  this 
agency. 


CASE  NOTE  Vffl.3 

RATIONALE  FOR  DAILY  TEACHING  VISITS 

When  one  gives  teaching  visits  on  a  daily  basis,  patients  and  families  seem  to  learn  in  fewer  visits  in  all. 
One  can  reinforce  the  learning  better.  Patients  and  families  do  not  have  time  to  forget  between  visits. 
Once  the  family  is  taught,  one  can  turn  the  nurse  into  a  monitor  who  comes  in  less  frequently  until  the 
patient  can  be  discharged  from  home  health. 

One  agency  reported  plans  to  enhance  teaching  by  providing  more  extensive  written  materials  (in 
conjunction  with  longer  visits),  and  two  planned  to  use  videotapes  for  teaching.  One  of  the  latter  was 
considering  lending  patients  video  cassette  recorders  for  playing  the  tapes.  It  was  also  considering 
computer  programs  to  assist  patients  and  caregivers  in  acquiring  necessary  skills. 
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f.  Eliminating  Multiple  Visits  by  Different  Disciplines 

Three  case  study  agencies  reported  that  they  were  attempting  to  reduce  the  cases  in  which  a  patient 
received  two  visits  on  the  same  day  by  staff  of  different  disciplines.  One  agency  reports  that  it  is  now 
allowing  physical  and  speech  therapists  to  open  a  case  for  patients  who  will  receive  that  therapy  service 
only,  thereby  eliminating  the  need  for  a  nursing  visit.2  Another  is  considering  allowing  therapists  to  report 
to  nurses  on  the  patient's  condition  (for  example,  measuring  blood  pressure)  when  both  are  going  into  the 
home,  thereby  reducing  the  number  of  nursing  visits.  This  agency  is  also  considering  allowing  very 
experienced  aides  to  report  to  the  nurse  on  the  patient's  condition.  An  agency  in  a  rural  area  reported 
considering  asking  nurses  to  do  personal  care  for  patients  for  whom  substantial  travel  is  required,  thereby 
eliminating  the  need  to  send  both  a  nurse  and  an  aide  on  the  same  day. 

g.  Use  of  Specialists 

Three  of  the  case  study  treatment  agencies  with  specific  initiatives  in  response  to  prospective  payment 
reported  making  greater  use  of  specialists  to  speed  healing.  Two  of  the  three  reported  using  both  an 
enterostomal  therapist  (ET)  and  a  dietitian  to  speed  the  healing  of  wounds.  One  of  these  two  also  reported 
that  the  ET  was  sometimes  present  when  the  patient  saw  the  doctor  and  that  such  consultation  on  wound 
care  reduced  the  time  required  for  coordinating  care  with  the  physician.3  The  third  agency  with  initiatives 
involving  specialists  reported  that  it  had  expanded  the  use  of  dietitians  to  speed  the  healing  of  wounds. 


^Depending  on  whether  the  nurse  provided  only  an  assessment,  elimination  of  an  initial  nursing  visit 
would  not  necessarily  reduce  the  number  of  visits  billable  to  Medicare.  A  nursing  visit  conducted  only  to 
conduct  an  assessment  is  not  billable.  In  such  cases,  the  elimination  of  the  assessment  visit  would  reduce 
the  agency's  administrative  costs  and  thus  reduce  per- visit  costs,  but  it  would  not  reduce  the  number  of 
billable  visits. 

3Note  that  the  consultation  is  not  treated  as  an  ET  visit  for  cost  reporting  purposes. 
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h.  Rehabilitation  and  Modifying  the  Environment 

In  response  to  prospective  payment,  two  case  study  agencies  reported  planning  to  focus  on 
rehabilitating  patients  or  modifying  the  environment  so  that  patients  would  need  less  personal  care.  One 
reported  training  its  nurses  and  aides  to  provide  restorative  nursing,  supplementing  the  physical  therapy 
staff  of  the  agency.  The  other  reported  planning  to  rely  more  on  occupational  therapists  to  fabricate 
adaptive  equipment  that  would  permit  patients  to  function  without  assistance.  Finally,  one  agency  reported 
considering  providing  environmental  modifications  that  would  reduce  the  need  for  home  health  aide  visits 
because  the  patient  would  be  able  to  perform  more  activities  independently  in  a  modified  environment. 

i.  Equipment 

Only  one  agency  reported  plans  to  use  equipment  to  reduce  the  number  of  visits  in  response  to 
prospective  payment.  This  agency  was  considering  using  pumps  for  every  intravenous  therapy  case;  it 
planned  to  set  the  pumps  for  multidosing  over  multiple  days,  thereby  reducing  the  need  for  nursing  visits. 

2.    Issues  in  Implementing  Initiatives 

At  the  time  of  our  visit,  treatment  agencies  had  only  limited  experience  in  implementing  initiatives  in 
response  to  per-episode  prospective  payment.  They  had  not  yet  begun  to  implement  many  of  the  initiatives 
they  had  planned  and  had  only  recently  begun  to  implement  others.  Nevertheless,  they  had  encountered 
some  external  and  internal  problems. 

a.    External  Problems 

Only  a  limited  number  of  agencies  in  a  given  community  are  in  the  demonstration  treatment  group 
and,  thus,  face  the  financial  incentives  of  per-episode  prospective  payment.  Other  agencies  m  each 
community  operate  under  cost  reimbursement  and  have  no  incentive  to  limit  the  number  of  visits  they 
render  to  a  Medicare  patient. 
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Several  case  study  agencies  indicated  that  they  had  been  concerned  about  how  competing  home  health 
agencies,  physicians,  and  patients  would  respond  to  their  initiatives  to  reduce  the  number  of  visits  per 
episode.  A  few  agencies  reported  that  competing  agencies  had  tried  to  turn  the  difference  in  payment 
against  the  demonstration  agency  by  arguing  to  referral  sources  that  the  demonstration  agency  was 
"unable"  to  provide  care  at  the  required  level.  These  agencies  addressed  the  issue  by  educating  their 
referral  sources  to  correct  any  erroneous  impressions  about  agency  incentives  and  to  stress  their 
commitment  to  provide  all  the  care  that  the  patient  needs,  while  eliminating  unnecessary  care.  Other 
agencies  reported  that  they  initially  had  been  concerned  about  the  potential  effect  of  demonstration 
participation  on  their  competitive  position,  but  that  this  problem  had  not  arisen. 

Physician  and  patient  response  to  fewer  visits  and  shorter  episodes  appears  to  vary.  Some  agencies 
report  that  some  patients  and  physicians  have  objected  to  their  efforts  to  reduce  visits  per  episode.  On  the 
other  hand,  a  few  agencies  report  that  physicians  seem  to  welcome  their  efforts  to  do  so.  Case  Note  VTH.4 
presents  the  perspective  of  three  agencies  on  patient  and  physician  reaction  to  reduction  in  visits  per 
episode  under  prospective  payment. 

b.    Internal  Problems 

The  internal  implementation  problems  that  the  case  study  agencies  describe  are  consistent  with  the 
fundamental  difference  in  the  incentives  underlying  cost  reimbursement  and  per-episode  prospective 
payment.  One  agency  executive  commented  that  trying  to  implement  per-episode  prospective  payment 
was  trying  to  change  the  agency's  culture.  "We're  asking  for  cultural  change,  especially  in  how  clinicians 
define  what  they  do  and  what  is  quality  of  care.  It's  a  generally  difficult  thing."  Another  noted,  "Changing 
employee  attitudes  is  hard,"  while  another  commented  that  he  was  using  the  demonstration  to  try  to 
"wean"  staff  away  from  the  "more-is-better"  philosophy  prevalent  in  Medicare  home  health.  Still  another 
agency  executive  noted  that  the  staff  was  not  comfortable  with  the  new  approach,  and  this  put  stress  on 
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CASE  NOTE  Vm.4 
PATIENT  AND  PHYSICIAN  REACTION  TO  FEWER  VISITS 


Agency  A:  Some  physicians  have  disagreed  with  our  decision  to  discharge.  Patients  complain  to  them. 
When  we  try  to  discharge  patients,  there  are  some  (our  nurses,  doctors,  and  patients)  who  say,  "but 
Medicare  covers  this."  And  we  say,  "But  you  don't  need  it."  We  gave  in  before,  but  now  our  thinking 
is  different.  Some  of  our  older  doctors  in  particular  are  not  happy  with  these  decisions—but  they  resisted 
even  putting  patients  in  home  care  for  a  long  time.  We  are  sticking  our  necks  out.  We  could  lose 
patients  to  other  agencies.  Other  agencies  are  going  to  keep  on  abusing  the  system  and  giving  unlimited 
visits. 

Agency  B:  Patients  do  not  need  aide  visits  seven  days  a  week,  but  they  want  these  visits,  and  some 
agencies  will  provide  them.  However,  we  have  found  that  many  doctors  are  very  positive  about 
prospective  payment.  One  of  them  commented,  "I'm  glad  that  someone  is  doing  something  about  this. 
Eve  felt  that  home  health  was  sucking  Medicare  dry." 

Agency  C:  Some  patients  say,  "If  you  don't  give  me  an  aide  every  day,  I'll  go  to  [another  agency  in 
area],"  or  "You  want  to  help  me,  don't  you?"  From  its  beginning,  this  agency  has  preached  that  our 
goal  is  to  help  them  to  be  independent.  Some  can  be;  some  cannot. 
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the  nursing  staff  and  pressure  on  the  agency's  management.  But  discomfort  is  apparently  not  the  universal 
experience;  one  agency  executive  reported  that  prospective  payment  had  a  positive  effect  on  clinical  staff 
in  that  they  were  "energized'1  and  "creative"  in  looking  for  ways  to  reduce  costs  without  compromising 
quality. 

Motivating  clinicians  to  embrace  the  change  to  prospective  payment  is  not  easy.  Two  agencies  noted 
that  how  staff  are  paid  can  have  a  major  influence  on  whether  they  are  willing  to  change.  They  reported 
that  it  was  sometimes  difficult  to  persuade  staff  (including  therapists)  paid  on  a  per-visit  basis  of  the  need 
to  reduce  the  number  of  visits,  simply  because  their  personal  incomes  may  be  adversely  affected.  One 
reported  more  success  in  persuading  full-time  staff  to  accept  reductions  in  visits,  noting  that  "Attitude  is 
80  percent  of  the  battle."  Several  agency  executives  reported  successfully  motivating  staff  by  stressing 
the  value  of  independence  to  the  patient  and  arguing  that  the  current  system  often  fosters  dependence.  It 
is  less  clear  whether  protecting  the  financial  integrity  of  the  Medicare  program  may  also  be  useful  in 
motivating  staff  to  accept  prospective  payment;  one  agency  executive  told  her  staff  that  "the  Medicare 
program  is  going  broke."  Appeals  to  cost  savings  apparently  must  be  handled  carefully,  however.  Another 
agency  executive  said,  "You  can't  talk  to  clinicians  about  money.  They  say,  T  can't  believe  you  care  about 
money.'" 

Educating  staff  about  ways  to  provide  care  more  efficiently  also  is  not  necessarily  easy.  Staff  have 
to  be  taught  how  management  expects  them  to  reduce  the  number  of  visits  per  episode.  As  the  executive 
cited  in  Case  Note  VHI.2  noted,  care  maps  are  one  approach  to  doing  so.  However,  the  treatment  agencies 
relying  on  care  maps  to  reduce  visits  per  episode  were  not  implementing  them  on  a  wide  scale  and  were 
introducing  them  gradually.  For  example,  one  agency  reported  that  it  was  using  flow  sheets  that  indicated 
the  order  in  which  tasks  were  to  be  performed  for  patients  with  a  given  diagnosis  to  help  nurses  stay  on 
track.  This  was  an  initial  step  toward  implementing  critical  pathways,  which  would  indicate  on  which  visit 
a  given  task  was  to  be  performed.  An  executive  at  another  agency  commented  that  she  was  teaching  the 
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agency's  clinical  supervisor  how  to  monitor  the  level  of  care  so  that  the  clinical  supervisor  could  then 
educate  the  staff— a  process  that  she  expected  would  be  lengthy. 

Elimination  of  visits  by  multiple  disciplines  on  a  single  day  and  increased  management  supervision 
of  care  may  lead  clinical  staff  to  resist  embracing  a  different  approach  to  care.  The  agency  that  was 
planning  for  therapists  and  aides  to  observe  patient  condition  to  eliminate  the  need  for  a  nursing  visit  the 
same  day,  noted  that  "nurses  find  it  so  hard  to  give  things  up"  and  that  it  was  working  with  its  nurses  on 
this  issue.  Another  agency  reported  that,  with  the  greater  management  scrutiny  of  utilization,  some  nurse 
case  managers  saw  themselves  as  losing  authority  to  the  clinical  supervisor  and  resented  that  loss.  On  the 
other  hand,  others  nurses  in  the  same  agency  seemed  to  enjoy  the  weekly  care  planning  sessions  that 
management  had  instituted  to  better  control  utilization.  These  nurses  sought  out  the  agency  director  to 
substitute  for  the  clinical  supervisor  when  the  latter  was  unavailable  for  care  planning.  Overall, 
management  in  this  agency  felt  that  the  closer  supervision  was  very  beneficial  because  it  had  "brought  all 
the  agency  staff  closer  together." 

3.    Treatment  Agencies  Without  Specific  Initiatives 

It  is  perhaps  surprising  that  half  of  the  case  study  treatment  agencies  had  no  specific  initiatives  planned 
in  response  to  prospective  payment  when  we  visited  them  four  to  six  months  after  they  began 
demonstration  operations,  especially  since  many  agencies  knew  their  treatment  status  several  weeks  before 
that.  One  of  these  agencies  seemed  to  be  too  overwhelmed  by  other  problems  (a  substantial  loss  of 
referrals  and  layoffs)  to  focus  on  reducing  visits  per  episode.  The  chief  executive  officers  of  two  other 
treatment  agencies  with  no  initiatives  planned  reported  that  management  believed  that  the  agency  had 
already  done  everything  possible  to  reduce  the  costs  of  care.4  An  executive  of  another  agency  reported  that 


4Generating  a  profit  or  surplus  was  not  a  factor  prompting  demonstration  participation  in  either  case. 
Both  agencies  cited  wanting  to  learn  about  prospective  payment  as  a  reason  for  joining  the  demonstration, 
and  one  reported  joining  to  change  FIs  and  to  gain  flexibility  in  patient  care. 
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clinical  management  (but  not  the  chief  executive)  felt  that  "there  was  no  way  to  change  things"  because 
the  agency  was  already  delivering  care  in  the  "right  way."  A  few  agencies  indicated  that  they  were  "feeling 
their  way  along"  with  respect  to  new  initiatives. 

Other  treatment  agencies  that  reported  no  specific  initiatives  to  reduce  visits  per  episode  in  response 
to  prospective  payment  intended  to  rely  on  initiatives  that  they  had  already  begun  for  other  reasons.  One 
of  these  agencies  noted  that  it  was  already  relying  more  on  community  resources  to  reduce  visits.  Several 
agencies  noted  that  they  were  already  working  on  developing  care  maps  (which  they  saw  as  important  to 
reducing  visits)  but  were  not  yet  satisfied  with  them  or  had  not  "gotten  them  off  the  ground."  Still  other 
agencies  had  already  reduced  visits  per  episode  or  introduced  greater  management  scrutiny  of  utilization 
of  visits  in  response  to  the  demands  of  managed  care  organizations  in  their  communities.  At  one  of  these, 
an  executive  noted  that  agency  nurses  were  already  oriented  to  the  "managed  care  mode"  and  that  the 
agency  was  worried  about  providing  too  few  visits,  rather  than  too  many. 

In  addition,  some  of  the  agencies  with  specific  initiatives  planned  in  response  to  prospective  payment 
had  already  adopted  other  initiatives  (including  care  maps,  use  of  a  dietitian,  more  rehabilitation,  and 
telephone  reassurance).  This  was  in  response  to  other  forces  in  their  environments— often  managed  care. 

B.    CONTROL  GROUP:  PLANNED  RESPONSES  TO  PER-EPISODE  PAYMENT 

As  might  be  expected,  control  agencies  had  given  much  less  thought  than  treatment  agencies  to 
specific  initiatives  to  reduce  visits  during  the  first  120  days  of  the  episode.  Nevertheless,  agency 
executives  in  a  about  a  quarter  of  the  case  study  agencies  reported  that  they  had  had  specific  initiatives  in 
mind  for  implementation  (or  acceleration)  if  their  agency  had  been  selected  for  the  treatment  group.  The 
types  of  initiatives  control  agencies  planned  are  similar  to  those  treatment  agencies  planned  (described 
earlier).  At  least  one  control  agency  mentioned  initiatives  involving  closer  supervision  of  utilization, 
speeding  up  learning,  and  use  of  care  maps  (one  hospital-based  agency  mentioned  implementing  care  maps 
integrated  with  the  hospital's  care  maps).  One  control  agency  also  mentioned  planning  to  eliminate  staff 
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paid  on  a  per-visit  basis;  another  mentioned  the  importance  of  educating  staff  on  the  ''mind  shift"  required 
under  prospective  payment. 

Only  one  type  of  initiative  was  mentioned  by  a  control  agency  and  not  by  a  treatment  agency:  a 
hospital-based  agency  was  planning  to  train  more  nurses  in  the  basics  of  therapy  and  social  work,  to 
develop  "multiskilled"  workers.  To  the  extent  that  agencies  increase  the  use  of  full-time  staff  under  per- 
episode  prospective  payment  (or  under  managed  care),  having  staff  with  multiple  skills  will  be  important 
to  avoiding  downtime  and,  thus,  reducing  per-visit  costs. 
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IX.  CHANGES  IN  THE  PROCESS  OF  CARE 


The  demonstration  incentives  to  reduce  costs  could  lead  agencies  to  change  treatment  patterns  in  ways 
that  might  affect  access  to  and  quality  of  care.  Agencies  may  have  an  incentive  to  avoid  a  mix  of  patients 
who  are  more  expensive  to  care  for  than  the  mix  they  cared  for  in  their  base  year.  Whether  this  incentive 
exists  in  practice  depends  on  the  extent  to  which  the  case-mix  adjuster  captures  changes  in  patient  need. 
Under  per-episode  payment,  agencies  also  have  an  incentive  to  reduce  visits  dunng  the  120-day  risk 
period.  This  reduction  may  or  may  not  adversely  affect  the  quality  of  care.  If  agencies  reduce  visits 
inappropriately  or  discharge  patients  prematurely,  quality  of  care  could  be  adversely  affected.  Even  if 
clinical  indicators  of  the  quality  of  care  are  unaffected,  patient  satisfaction  could  be  affected.  A  reduction 
in  quality  of  care,  however,  is  by  no  means  the  inevitable  consequence  of  a  reduction  in  visits.  Indeed, 
quality  of  care  might  be  improved.  For  example,  by  maximizing  patient  independence,  agencies  may  be 
able  to  improve  patient  outcomes  (such  as  physical  functioning  and  patient  satisfaction). 

We  will  be  conducting  analyses  of  the  impacts  of  per-episode  prospective  payment  on  access  to  and 
quality  of  care  (especially  on  patient  outcomes).  However,  our  site  visit  interview  data  allow  us  to  assess 
early  shifts  in  the  process  of  care,  which  may  have  implications  for  access  to  and  quality  of  care.  We  asked 
the  case  study  agencies  about  changes  in  patient  care  that  had  taken  place  over  the  past  year  and  whether 
or  not  they  attributed  these  changes  to  the  demonstration.  Some  of  our  questions  pertained  to  components 
of  the  care  process,  such  as  intake,  assessment,  referral  to  community  services,  and  discharge.  Section  A 
of  this  chapter  presents  our  findings  for  components  of  the  care  process.  Other  site  visit  questions  took 
a  broader  perspective,  asking  about  changes  in  the  number  and  mix  of  visits  per  episode  and  visit  length. 
Section  B  presents  findings  based  on  these  questions. 
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A.    COMPONENTS  OF  THE  CARE  PROCESS 
1.    Referral  Sources  and  Intake  Procedures 

As  Table  EX.  1  shows,  many  case  study  agencies  were  experiencing  changes  in  their  referral  patterns 
and  making  changes  in  their  intake  procedures. 

TABLE  IX.  1 

CHANGES  IN  REFERRAL  SOURCES  AND  INTAKE 
PROCEDURES  EN  THE  CASE  STUDY  AGENCIES 


Case  Study  Agencies  (n 

=  67) 

Process 

Number 

Percent 

Referral  Sources 

39 

58 

Intake  Procedures 

23 

34 

Almost  60  percent  of  case  study  agencies  (39  agencies)  reported  changes  in  their  referral  sources  in 
the  year  pnor  to  the  site  visit.  Many  of  these  changes  were  related  to  the  upheaval  in,  and  compeutiveness 
of,  local  health  care  markets.  Almost  a  third  of  these  39  agencies  reported  that  mergers  and  other  forms 
of  affiliations  among  physician  groups  and  hospitals  changed  the  agency  referral  base,  often  because  one 
of  the  newly  affiliated  organizations  had  its  own  home  health  agency  to  which  all  of  the  affiliates  were  now 
expected  to  refer  patients  who  did  not  request  referral  elsewhere.  Another  quarter  of  the  39  agencies  had 
lost  a  major  referral  source  when  a  former  source  either  added  its  own  home  health  agency  or  contracted 
with  one  of  the  agency's  competitors.  One  noteworthy  loss  of  referrals  occurred  when  a  group  of 
orthopedists  began  to  transport  their  patients  to  outpatient  therapy  at  their  clinic,  instead  of  ordering  home 
health  therapy  services.  At  the  same  time,  agencies  were  adding  referral  sources.  More  than  40  percent 
of  the  39  case  study  agencies  reported  adding  referral  sources  (typically,  a  managed  care  plan  or  a  local 
physician  group). 
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About  one-third  of  the  case  study  agencies  reported  changes  in  intake  procedures  in  the  year  before 
the  site  visit.  Most  of  these  modifications  were  to  streamline  and  centralize  the  intake  process.  To  become 
more  efficient,  agencies  were  automating  intake,  adding  dedicated  staff,  changing  software,  and  revising 
forms.  A  few  agencies  also  reported  changes  in  the  types  of  staff  responsible  for  patient  intake— in  one 
case,  the  change  was  designed  to  facilitate  continuity  of  care.  Only  one  agency  reported  a  change  in  its 
screening  process  before  patient  intake.  It  was  screening  its  pediatric  patients  for  their  ability  to  stay  in  the 
home— a  change  in  intake  procedures  unrelated  to  the  demonstration. 

Changes  in  referral  patterns  and  intake  procedures  could  indicate  that  treatment  agencies  are  avoiding 
patients  who  require  more  expensive  care  than  average,  but  we  find  no  evidence  that  this  was  occurring 
in  the  early  months  of  the  demonstration. 1  The  differences  in  the  percentages  of  treatment  and  control 
agencies  that  reported  changes  in  referral  sources  (53  versus  65  percent)  and  in  intake  procedures  (28 
versus  42  percent)  are  substantial  but  could  have  occurred  by  chance  alone.  More  important,  for  both 
referral  patterns  and  intake  procedure,  the  percentage  of  agencies  reporting  change  is  larger  in  the  control 
group  than  in  the  treatment  group~a  pattern  inconsistent  with  a  possible  incentive  to  shift  patient  mix  under 
the  demonstration.  Furthermore,  only  two  agencies  reported  that  their  referral  patterns  or  intake 
procedures  had  changed  as  a  result  of  the  demonstration,  and  these  changes  do  not  appear  to  be  in  response 
to  per-episode  payment.  One  treatment  agency  lost  referrals  from  local  health  providers  who  were 
concerned  that  the  demonstration  would  cause  the  agency  to  reduce  the  number  of  visits  it  provided. 
Another  treatment  agency  began  to  review  some  diagnoses  more  carefully  before  admitting  patients  to 
ensure  that  the  patient  met  the  coverage  requirements  as  interpreted  by  the  demonstration  fiscal 
intermediary  (FI). 


!One  function  of  a  case-mix  adjuster  is  to  eliminate  (or  at  least  reduce)  the  incentive  to  avoid  patients 
who  require  more  expensive  care  than  average.  It  is  possible  that  the  treatment  agencies  perceive  the  case- 
mix  adjuster  as  eliminating  this  incentive. 
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2.    Care  and  Care-Planning  Procedures 

Table  DC.  2  indicates  the  number  and  percentage  of  case  study  agencies  that  reported  changes  in  their 
care  and  care-planning  procedures  in  the  year  before  our  site  visit. 

a.    Assessment  and  Care  Planning 

Slightly  less  than  half  of  the  case  study  agencies  (30  agencies)  changed  their  assessment  and  care- 
planning  procedures  in  the  year  before  our  site  visit. :  About  one-third  of  these  agencies  changed  their 
assessment  and  care-planning  forms  to  address  administrative  issues;  they  were  streamlining  paperwork 
to  avoid  duplication  and  automating  the  care-planning  process.  The  remaining  agencies  made  substantive 
changes.  A  number  of  agencies  added  new  assessments,  particularly  in  safety  and  nutritional  health. 
Several  agencies  changed  care  planning  to  better  reflect  patient  goals  for  treatment  and  to  enhance  patient 
and  family  involvement.  A  few  were  changing  their  care  plans  to  place  more  emphasis  on  patient 
outcomes  (apart  from  the  demonstration  quality  assurance  requirements).  Finally,  two  agencies  mentioned 
that  they  had  revised  their  care  plans  to  focus  on  a  shorter  treatment  penod  (reducing  it  from  nine  weeks 
to  about  five  weeks). 

Consistent  with  the  initiatives  described  in  Chapter  VIII,  treatment  agencies  appear  to  have  been  more 
likely  than  control  agencies  to  have  made  changes  in  assessment  and  care  planning  (58  versus  29  percent)-- 
a  difference  that  approaches  statistical  significance.  However,  the  treatment  agencies  did  not  always 
attribute  these  changes  to  the  demonstration.  Of  the  21  case  study  treatment  agencies  reporting  changes 
in  assessment  or  care  planning,  8  indicated  that  the  changes  were  related  to  the  demonstration.  Review 
of  the  changes  the  remaining  treatment  agencies  reported  suggests  that  these  changes  were  indeed 
unrelated  to  the  demonstration. 


2We  ignore  changes  consisting  only  of  the  addition  of  forms  or  items  to  collect  data  required  by  the 
demonstration. 
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In  seven  of  the  eight  agencies  with  demonstration-related  changes,  the  modifications  in  assessment 
and  care  planning  were  designed  specifically  to  reduce  the  number  of  visits  per  episode  or  per-visit  costs. 
Most  of  these  modifications  are  among  those  discussed  in  Chapter  V1U  to  reduce  visits  per-episode.  They 
include  increased  supervisory  review,  shortening  the  time  period  covered  by  the  care  plan,  planning  in  a 
way  that  allows  families  to  take  a  more  active  role  in  treatment,  and  using  care  maps  to  focus  care.  In 
addition,  one  treatment  agency  reported  that  it  had  accelerated  automation  of  its  care  planning  in  an  effort 
to  enhance  efficiency  for  the  demonstration.  (Increased  automation  is  discussed  in  Chapter  VII. )  The  final 
demonstration-related  change  a  treatment  agency  reported  was  precipitated  by  the  change  to  the 
demonstration  FI,  not  by  prospective  payment.  This  agency  was  more  carefully  documenting  its  care  plans 
to  meet  the  medical  review  requirements  of  the  demonstration  FI. 

None  of  these  changes  appear  to  be  obviously  detrimental  to  the  quality  of  care;  indeed,  some  may 
enhance  it.  Case  Note  DC.l  presents  comments  of  a  quality  assurance  supervisor  about  the  effects  of 
demonstration-related  changes  in  care  on  the  quality  of  care. 

CASE  NOTE  IX.  1 

CHANGES  IN  ASSESSMENT  AND  CARE  PLANNING  FOR  A  TREATMENT  AGENCY 

Supervisors  now  review  patterns  of  treatment  for  appropriateness.  [Nurse]  case  managers  used  to  have 
very  free  rein.  Now  supervisors  get  a  lot  of  data  from  all  the  disciplines  in  a  case.  We're  now  asking 
the  question,  "Which  discipline  can  really  best  address  their  needs?"  I  think  this  [change  in  supervision] 
has  improved  the  continuity  of  care. 

The  role  of  QI  (quality  improvement)  has  also  changed.  QI  staff  are  now  teachers,  coaches-in  a 
consulting  role  to  the  clinical  supervisors. 

Managed  care  was  an  additional  impetus  for  change  in  assessment  and  care  planning  among  both 
treatment  and  control  agencies.  Several  agencies  were  going  through  the  Joint  Commission  for 
Accreditation  of  Health  Organizations  (JCAHO)  accreditation  process  to  better  market  themselves  to 
managed  care  companies  and,  in  doing  so,  had  changed  their  care  plans  to  conform  to  the  JCAHO 
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requirements.  These  agencies  reported  that  they  were  getting  the  family  more  involved  and  including 
additional  safety  assessments  to  meet  JCAHO  requirements. 

b.    Role  of  Patients  and  Caregivers 

Closely  related  to  changes  in  care  planning  are  changes  in  the  role  of  patients  and  caregivers  in 
planning  and  in  providing  care.  Forty  percent  of  case  study  agencies  reported  that  they  had  modified  the 
role  of  patients  and  caregivers  in  care  during  the  previous  year  by  bringing  patients  and  their  caregivers 
into  the  process  more  often.  Agency  staff  were  incorporating  patient  goals  into  treatment  and  trying  to  give 
patients  more  say  in  how  treatment  proceeded.  For  example,  one  agency  had  recently  started  asking 
patients  to  sign  off  on  their  treatment  plan.  They  noted  this  was  mostly  a  symbolic  move  but  that  it 
indicated  the  shift  in  their  perceptions  about  the  role  of  the  patient.  Agency  staff  were  also  encouraging 
their  patients  to  be  more  proactive  and  were  being  more  assertive  themselves  in  asking  caregivers  to  play 
a  role  in  treatment.  For  example,  to  encourage  greater  self-sufficiency,  one  agency  now  stresses  to  the 
patient  that  home  health  care  will  be  available  only  for  a  short  time. 

Enhancing  patient  independence  should  improve,  rather  than  worsen,  the  quality  of  care.  However, 
some  patients  or  their  caregivers  may  not  be  able  to  assume  increased  responsibility  for  care,  and  this  will 
be  to  the  detriment  of  the  patient  or  of  the  caregiver. 

About  one-third  more  treatment  than  control  agencies  reported  changing  the  role  of  patients  and 
caregivers  (47  versus  32  percent).  This  difference  is  nontnvial,  but  it  is  not  large  enough  for  us  to  be 
confident  that  is  not  due  to  chance.  Nine  treatment  agencies  attributed  these  changes  to  the  demonstration 
As  described  in  Chapter  VIII,  these  treatment  agencies  reported  trying  to  speed  up  patient  learning  and 
trying  to  make  patients  and  caregivers  more  responsible  for  patient  care.  The  increased  presence  of 
managed  care  plans  was  another  reason  agencies  offered  for  increasing  the  involvement  of  patients  and 
their  families  in  care  planning  and  treatment.  Several  agencies  noted  that  managed  care  plans  also  are 
pushing  for  a  reduction  in  visits  and  that,  as  a  result,  encouraging  patient  independence  is  as  necessary  for 
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managed  care  enrollees  as  it  is  under  prospective  payment.  The  treatment  agency  cited  in  Case  Note  IX. 2 
attributed  its  increased  emphasis  on  a  larger  role  for  patients  and  informal  caregivers  to  both  the 
demonstration  and  managed  care. 

CASE  NOTE  IX  2 

CHANGE  IN  ROLE  OF  PATIENTS  AND  INFORMAL  CAREGIVERS 

As  part  of  our  movement  toward  focusing  on  specific  outcomes,  we  are  now  involving  the  caregivers 
in  the  way  that  they  should  be.  We  are  no  longer  the  primary  caregiver;  we  are  the  manager  of  patient 
care.  There  is  much  more  emphasis  on  patient  control  and  choice.  This  is  due  to  the  demonstration  in 
part,  but  this  is  also  due  to  the  HMOs--they  won't  pay  us  to  stay  any  longer,  so  we  have  to  start  thinking 
about  discharge  on  the  way  in. 

c.     Referrals  to  Home-  and  Community-Based  Services 

About  20  percent  of  case  study  agencies  (14  agencies)  reported  changes  in  their  referrals  to  home- 
and  community-based  services.  Eight  agencies  had  increased  their  level  of  referrals  to  these  services,  and 
three  of  these  eight  were  using  social  workers  more  often  to  secure  better  support  services  for  patients. 
Other  agencies  reported  an  increase  in  referrals  due  to  the  presence  of  new  community  services  and  to  the 
agency  starting  its  own  services  (for  example,  hospice,  private  homemaker)  to  which  it  now  referred 
Medicare  home  health  patients.  In  only  one  case  did  an  agency's  referrals  to  home-  and  community-based 
services  decline,  and  this  reduction  was  due  to  cuts  in  Medicaid  funding  for  personal  care. 

A  shift  to  home-  and  community-based  services  outside  of  home  health  care  represents  a  shift  in 
funding  source.  However,  it  does  not  necessarily  represent  a  reduction  in  care  quality. 

Treatment  and  control  agencies  were  about  equally  likely  to  have  increased  their  referrals  to  other 
organizations  (19  and  23  percent,  respectively).  However,  treatment  agencies  typically  attributed  this 
change  to  the  demonstration,  noting  that  it  was  a  way  of  getting  the  aide  out  of  the  home  more  quickly, 
while  control  agencies  attributed  increased  referrals  to  home-  and  community-based  services  to  the 
requirements  of  managed  care  plans. 
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d.  Transfer  of  Patients 

In  the  demonstration,  treatment  agencies  face  an  incentive  to  transfer  patients  to  another  home  health 
agency  during  the  1 20-day  risk  period.  In  this  circumstance,  the  treatment  agency  would  receive  the  full 
lump-sum  payment  for  the  risk  period  (but  would  provide  only  some  of  the  needed  care)  and  the  other 
agency  would  also  be  reimbursed  for  the  costs  of  the  care  it  provided.3  As  part  of  the  impact  analysis,  we 
will  draw  on  claims  data  to  fully  investigate  impacts  on  transfers. 

Our  site  visit  data,  however,  provide  some  information  about  transfer  in  early  months  of  the 
demonstration.  We  asked  case  study  agencies  about  the  frequency  with  which  they  transferred  patients 
and  whether  there  had  been  a  change  in  this  frequency  or  in  their  transfer  procedures  during  the  previous 
year. 

Nearly  all  of  the  case  study  agencies  reported  that  patients  are  rarely  transferred  to  another  home 
health  agency  and  that,  when  this  occurs,  it  is  generally  because  the  patient  has  moved  out  of  the  area  or 
is  dissatisfied  with  the  agency  and  has  requested  a  transfer.  Only  two  agencies  reported  changes  in  their 
transfer  procedures  during  the  previous  year.  In  one  case,  some  staff  had  taken  positions  with  another 
agency  in  the  area  and  were  taking  patients  with  them  to  the  other  agency.  In  the  other,  the  agency  had 
added  physical  therapy  services  and  no  longer  needed  to  transfer  patients  admitted  for  other  services  but 
who  also  needed  physical  therapy.  Neither  of  these  changes  were  due  to  the  demonstration. 

e.  Sharing  Patients 

An  agency  in  the  treatment  group  could  benefit  financially  by  "sharing"  a  patient— that  is,  by  arranging 
for  a  second  agency  to  provide  one  or  more  of  the  Medicare-covered  services  needed  by  a  given  patient 
or  a  closely  related  non-Medicare  service  as  a  substitute  for  a  Medicare-covered  service.  For  example, 
a  demonstration  agency  might  refer  a  patient  to  another  Medicare-certified  agency  in  the  same  area  (most 

3If  the  agency  to  which  the  patient  was  transferred  were  also  a  treatment  agency  (which  would  be 
unlikely),  it  would  receive  another  lump-sum  payment. 
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likely,  a  nondemonstration  agency)  for  therapy  services,  while  the  demonstration  agency  continued  to 
provide  nursing  and  aide  services.  Medicare  would  also  pay  the  second  agency  for  its  provision  of 
Medicare-covered  services.4  Another  possibility  is  that  a  demonstration  agency  might  refer  a  patient  to 
another  organization  in  the  area  for  non-Medicare  homemaker  or  attendant  care  (instead  of  Medicare  home 
health  aide  care),  while  it  continued  to  provide  nursing  and  therapy  care.  As  long  as  the  demonstration 
agency  continued  to  provide  the  Medicare  service  in  question  (therapy  or  home  health  aide  services)  to 
some  of  its  patients,  it  would  still  receive  a  full  per-episode  payment  for  each  of  its  patients,  even  though 
it  provided  less  care  per  episode  on  average.  (If  the  demonstration  agency  were  to  drop  the  service 
altogether,  its  per-episode  payments  would  be  scaled  back.) 

We  investigated  the  possibility  of  sharing  patients  needing  therapy  by  reviewing  site  visit  reports  of 
substantial  reductions  in  agency  provision  of  therapy.  However,  we  find  no  evidence  of  a  reduction  in 
therapy  to  promote  sharing.  Three  agencies—two  in  the  control  group  and  one  in  the  treatment  group- 
report  a  reduction  in  the  volume  of  visits  for  one  or  more  of  the  therapies.  The  reasons  for  the  reduction 
vary  in  each  case  and  are  unrelated  to  the  demonstration  or  to  prospective  payment.  The  treatment  agency 
and  one  of  the  control  agencies  reported  being  unable  to  keep  enough  therapy  staff.  The  other  control 
agency  reported  that  a  newly  hired  therapist  had  a  philosophy  of  care  that  differed  from  that  of  the  therapist 
she  replaced  and  that  the  difference  in  philosophy  resulted  in  fewer  visits  per  episode. 

To  investigate  the  possibility  of  sharing  patients  needing  home  health  aide  care,  we  first  reviewed  case 
study  agency  reports  on  reductions  in  the  volume  of  home  health  aide  services  and  then  on  concurrent  care 
by  affiliated  agencies.  A  few  case  study  agencies  report  reductions  in  volume  of  Medicare-covered  home 
health  aide  services.  Several  factors  explain  these  reductions  (but  the  incentives  of  prospective  payment 
do  not  do  so).  For  example,  one  agency  reported  a  reduction  in  aide  services  to  board  and  care  residents, 


Nondemonstration  or  control  agencies  would  be  paid  under  the  cost-reimbursement  system.  If  the 
second  agency  were  in  the  treatment  group,  it  would  be  entitled  to  a  full  per-episode  payment. 
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following  a  state  survey  clarification  of  the  regulations  regarding  provision  of  skilled  home  health  care  to 
the  residents  of  these  institutions.  Another  agency  reported  a  reduction  in  service  volume  that  did  appear 
to  be  associated  with  the  demonstration,  although  not  with  prospective  payment.  This  agency  reduced  aide 
services  as  a  result  of  PGBA's  interpretation  of  coverage  for  care  plan  management  and  evaluation. 

Demonstration  agencies  might  share  home  health  aide  patients  with  nonaffiliated  agencies,  but  sharing 
with  affiliates  seems  especially  likely  because  both  the  agency  and  its  affiliate  would  benefit.5  As  described 
in  Chapter  II,  when  we  asked  each  case  study  agency  to  what  extent  it  and  an  affiliate  concurrently 
provided  direct  patient  care,  about  half  of  the  agencies  reporting  such  care  mentioned  that  they  provided 
skilled  care  to  some  patients  to  whom  an  affiliate  was  providing  homemaker  (or  similar)  services.  To 
investigate  sharing,  we  compared  the  treatment  and  control  agencies  with  respect  to  this  practice  and  found 
no  difference.  Of  the  nine  agencies  reporting  such  sharing,  five  are  in  the  treatment  group  and  four  are 
in  the  control  group. 

f.  Discharge 

Under  per-episode  prospective  payment,  agencies  also  have  an  incentive  to  change  treatment  patterns 
at  the  end  of  care.  The  changes  that  case  study  agencies  reported  in  their  discharge  procedures  are 
extensions  of  the  types  of  changes  reported  for  care  and  care  planning—an  increased  emphasis  on  patient 
independence  and  referral  to  community  services. 

About  25  percent  of  case  study  agencies  (17  agencies)  reported  changes  in  their  discharge  procedures 
during  the  year  before  the  site  visits.  In  about  a  quarter  of  these  1 7  agencies,  the  changes  were  purely 
administrative  (typically,  new  and  streamlined  forms).  In  the  remaining  agencies,  the  changes  were 
substantive,  and  usually  focused  on  planning  for  discharge  earlier  in  the  care  process  through  greater 


5Drawing  on  claims  data,  we  will  be  able  to  assess  sharing  with  any  other  Medicare-certified  agency 
(whether  or  not  it  is  affiliated  with  the  demonstration  agency),  although  we  will  not  be  able  to  do  this  with 
agencies  that  are  not  Medicare  certified. 


199 


i 


( 


patient  involvement,  outcome  orientation,  and  more  frequent  referrals  to  other  home-  and  community-based 
services.  Case  Note  EX. 3  illustrates  these  changes  in  discharge  procedures.  Additional  changes  included 
encouraging  patients  to  follow  up  with  their  physicians  more  regularly,  giving  a  discharge  summary  to  the 
patient,  and  debriefing  referral  organizations  about  the  patient's  status. 

CASE  NOTE  IX  3 

CHANGES  IN  DISCHARGE  PROCEDURES 

Discharge  planning  starts  when  we  admit  to  service  by  asking  ourselves  how  we're  going  to  get  the 
patient  up  and  going.  Each  discipline  sets  its  own  specific  goals,  but  together  with  the  primary  care 
nurse  they  keep  thinking  of  the  plan  and  set  global  goals,  too.  These  got  lost  before.  For  example,  if 
there's  a  note  "discharge  to  own  care"  or  "will  need  long-term  assistance,"  then  we  start  getting  others 
involved  right  away. 

Per-episode  payment  may  have  led  treatment  agencies  to  revise  their  discharge  procedures.  Among 
case  study  treatment  agencies,  3 1  percent  had  changed  their  discharge  procedures  in  the  previous  year, 
compared  with  19  percent  of  control  agencies.  Although  material,  the  difference  is  not  large  enough  for 
us  to  be  confident  that  it  is  not  due  to  chance.  Moreover,  four  treatment  agencies  attributed  the  changes 
in  their  discharge  procedures  to  the  demonstration.  All  of  these  four  reported  efforts  to  discharge  patients 
earlier  through  greater  patient  involvement,  outcome  orientation,  and  more  frequent  referrals  to  other 
services. 

As  with  the  other  changes  in  patient  care,  managed  care  and  accreditation  requirements  were  an 
impetus  for  change  in  treatment  and  control  agencies  alike.  Managed  care  plans  often  require  early 
discharge,  and  JCAHO  requirements  include  an  emphasis  on  timely  discharge  planning  and  patient 
involvement.  Managed  care  and  accreditation  are  related,  for  managed  care  plans  often  prefer  accredited 
agencies. 
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B.    VISITS  PER  EPISODE,  MIX  OF  VISITS,  AND  VISIT  LENGTH 

Under  per-episode  prospective  payment,  agencies  have  incentives  to  reduce  the  number  of  visits 
during  the  first  120  days  of  care,  reduce  the  length  of  visits,  and  alter  the  mix  of  visits  they  provide  in  an 
episode  to  substitute  less  expensive  for  more  expensive  visits.  Any  of  these  changes  could  adversely  affect 
the  quality  of  care.  During  our  site  visits,  we  discussed  with  the  case  study  agencies  changes  in  the 
number,  length,  and  mix  of  visits  rendered. 

Most  of  the  case  study  agencies  reported  that  the  number  or  mix  of  Medicare  visits  per  episode  and 
the  length  of  Medicare  visits  were  changing  during  the  first  few  months  of  the  demonstration.  Typically, 
these  agencies  were  decreasing  the  number  of  visits,  increasing  the  lengths  of  their  visits,  and  cutting  the 
proportion  of  visits  by  home  health  aides. 

Agencies  cited  several  factors-managed  care,  the  demonstration,  use  of  care  maps—to  explain  these 
changes  in  number,  length,  and  mix  of  visits.  They  also  noted  that  these  factors  are  interrelated.  The  most 
important  factor  appears  to  be  increasing  penetration  of  managed  care.  Managed  care  insurers  generally 
authorize  a  limited  number  of  visits  for  their  clients,  and  this  encourages  providers  to  cover  as  much  as 
possible  in  each  visit.  In  addition,  agencies  reported  that  managed  care  insurers  are  less  inclined  to 
approve  home  health  aide  visits.  One  agency  executive  noted,  "Managed  care  sees  aide  visits  as  custodial 
and  won't  approve  them."  Other  agencies  noted  that  the  demonstration  FI  had  a  more  stringent 
interpretation  of  the  care  plan  management  and  evaluation  benefit  than  their  former  FI;  therefore,  the 
number  of  visits  rendered  to  these  clients  was  decreasing  significantly  during  the  demonstration.  Other 
agencies  attributed  changes  in  their  practice  patterns  to  the  adoption  of  care  maps,  which  reduce  visits  by 
helping  home  health  staff  to  identify  the  goal  of  each  visit  and  to  make  the  patient  as  independent  as 
possible  as  quickly  as  possible.  Some  treatment  agencies  said  that  prospective  payment  made  them  more 
aggressive  in  adopting  care  maps  (see  Chapter  VIE).  To  reduce  visits,  a  few  agencies  are  experimenting 
with  concentrating  their  visits  early  in  the  episode  to  reinforce  their  teaching  before  the  patient  can  forget. 
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Some  of  these  agencies  attributed  their  concentration  of  visits  to  the  demonstration  (see  Chapter  VIQ).  The 
combination  of  fewer  skilled  visits  and  more-concentrated  visits  is  resulting  in  fewer  home  health  aide 
visits,  as  aide  care  generally  ends  when  the  skilled  care  ends.  Finally,  some  agencies  report  that  initial 
visits  are  longer  because  the  increased  complexity  of  the  condition  of  patients  in  home  care  makes  it 
imperative  that  home  health  staff  complete  a  "head  to  toe"  assessment  and  carefully  plan  for  all  the  types 
of  services  the  patient  needs.  Other  agencies  suggested  that  the  length  of  the  first  visit  is  increasing  due 
to  the  increased  paperwork  burden—in  particular,  the  new  quality  assurance  form  implemented  during  the 
demonstration. 

We  find  that  both  treatment  and  control  agencies  are  about  equally  likely  to  report  changes  in  the 
number,  length,  and  mix  of  visits.  The  main  difference  is  that,  while  control  agencies  often  cite  managed 
care  as  the  motivating  factor,  the  treatment  agencies  often  cite  both  managed  care  and  the  prospective 
payment  as  the  motivating  factors. 

In  contrast  to  the  decreases  in  the  number  of  visits  encouraged  by  managed  care,  care  maps,  and 
prospective  payment,  some  agencies  are  increasing  visits  per  episode  due  to  increased  frailty,  incidence 
of  chronic  illness,  and  clinical  instability  of  their  patients.  Nursing  staff  cite  shorter  hospital  stays,  the 
increasing  age  of  their  patients,  and  an  increasing  number  of  elderly  people  without  adequate  support 
systems  as  the  reasons  for  increasing  the  number  of  visits  for  both  skilled  care  and  home  health  aide  care. 
Case  Note  IX. 4  shows  how  agencies  are  increasing  their  services  in  response  to  these  changes  in  their 
patients. 


202 


i 


CASE  NOTE  LX.4 

RATIONALE  FOR  INCREASES  IN  VISITS  PER  EPISODE 

Agency  A:  Patients  generally  have  a  greater  need  for  physical  therapy.  They  are  being  discharged 
earlier  and  earlier  from  the  hospital,  which  means  they  didn't  have  time  to  work  on  rehabilitation  while 
they  were  in  the  hospital. 

Agency  B:  Patients  are  very  unstable  when  they  are  discharged  from  the  hospital,  and  they  need  very 
careful  monitoring  by  the  nurse.  The  nurse  needs  to  be  out  there  more  often. 

Agency  C:  We  need  to  provide  more  aide  visits  because  patients  are  sicker  and  have  inadequate  family 
situations.  The  patients  are  weak;  they  need  the  aide  to  get  around.  And  with  more  and  more  women 
working,  there  is  nobody  at  home  to  help  the  patient. 

Agency  D:  We  get  three  types  of  patients.  One-third  of  our  patients  are  admitted  to  home  health,  get 
well,  and  get  discharged.  One-third  are  admitted,  get  well  enough  to  discharge,  but  are  readmitted  soon 
with  an  exacerbation  of  their  condition,  and  the  pattern  repeats  itself.  We  call  these  our  "frequent 
flyers."  And  one-third  of  our  patients  will  never  get  any  better.  We  have  seen  an  increase  in  the 
proportion  of  the  latter  group  among  our  patients—which  is  increasing  our  visits.  But  the  HMOs  have 
the  first  group,  and  they  are  getting  in  and  out  of  home  health  quicker  than  ever,  which  is  decreasing  our 
visits.  Who  knows  where  it  will  all  average  out? 


Several  agencies  increased  the  average  number  of  therapy  and  medical  social  work  visits  per  episode 
because  of  changes  in  staff  supply.  In  the  past,  many  areas  of  the  country  have  experienced  shortages  in 
the  supply  of  therapists  and  social  workers;  because  they  could  not  hire  staff,  agencies  provided  fewer  of 
these  services  than  they  would  have  liked  to  their  patients.  As  hospitals  downsized,  however,  home  health 
agencies  found  it  easier  to  hire  therapy  and  social  work  staff  and  to  provide  more  therapy  and  social  work 
visits  per  episode.  In  addition,  a  few  agencies  in  areas  that  still  have  shortages  report  that  they  "got  lucky" 
and  were  able  to  hire  additional  therapists  or  social  workers  to  increase  their  provision  of  therapy  and  social 
work  visits. 

Agencies  that  did  not  have  an  adequate  number  of  staff  before  the  demonstration  will  be  especially 
important  to  observe  during  the  demonstration.  Treatment  agencies'  rates  were  set  at  the  average  level 
of  services  provided  in  the  base  year,  when  agencies  with  not  enough  staff  were  providing  fewer  therapy 
and  social  work  visits  than  they  desired.  If  such  an  agency  now  increases  the  average  number  of  therapy 
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or  social  work  visits  per  episode,  its  costs  could  exceed  its  lump-sum  payment  and  it  could  experience 
losses.  Whether  an  agency  loses  money  will  depend  on  whether  the  agency  can  decrease  the  use  of  other 
services,  (such  as  skilled  nursing)  in  response  to  the  increased  availability  of  therapy  and  social  work. 

Finally,  regional  factors  appear  to  be  affecting  the  numbers  of  visits  per  episode  in  some  areas. 
Specifically,  several  Florida  agencies  stated  that  physicians  were  ordering  fewer  visits  for  their  patients. 
Agencies  believe  that  recently  publicized  fraud  and  abuse  investigations  are  the  reason  the  physicians  are 
being  extra  frugal  when  approving  home  care  plans. 

C.    IMPLICATIONS  FOR  THE  DEMONSTRATION 

The  patterns  of  care  for  Medicare  home  health  patients  are  fluctuating.  The  influence  of  managed  care 
appears  to  be  decreasing  the  use  of  Medicare  home  health  services  in  general.  Also,  agencies  report  that 
per-episode  prospective  payment  is  influencing  them  to  take  steps  to  reduce  visits  per  episode.  On  the 
other  hand,  the  shorter  hospital  stays,  the  gradual  increase  in  the  age,  fragility,  and  presence  of  chronic 
illness  among  Medicare  beneficiaries,  and  the  easing  of  health-professional  supply  constraints  are  likely 
increasing  the  amount  of  care  provided  in  an  average  episode. 

The  randomized  design  of  the  evaluation  will  make  it  possible  to  detect  relatively  small  differences 
between  the  impact  of  prospective  payment  and  all  the  other  factors  listed  earlier  on  the  number,  length, 
and  mix  of  visits,  using  episode-level  data  The  influence  of  managed  care  may  be  so  pervasive,  however, 
that  prospective  payment  may  have  little  or  no  additional  effect.  Even  though  the  number  of  patients 
enrolled  in  Medicare  managed  care  plans  is  small,  agencies  may  find  that  they  adopt  their  managed  care 
procedures  for  their  entire  clientele  rather  than  attempt  to  maintain  two  sets  of  practice  patterns  for 
Medicare  patients—one  for  managed  care  enrollees  and  the  other  for  all  other  Medicare  patients.  Thus, 
managed  care  may  lead  home  health  agencies  to  deliver  care  more  efficiently,  regardless  of  how  the 
Medicare  program  compensates  agencies  for  services  to  those  not  enrolled  in  managed  care. 
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X.  CONCLUSIONS 


In  Chapter  I,  we  listed  five  fundamental  questions  to  be  addressed  in  this  analysis  of  agency  decisions 
and  operations.  They  are: 

1 .  What  factors  explain  key  decisions  of  home  health  agencies? 

2.  What  factors  explain  the  decision  of  home  health  agencies  whether  or  not  to  participate  in  the 
demonstration? 

3 .  Was  the  demonstration  implemented  as  planned? 

4.  What  strategies  did  agencies  adopt  to  reduce  visits  per  episode  and  per- visit  costs? 

5.  What  were  the  effects  of  these  strategies  on  the  process  of  care,  and  what  implications  do 
these  effects  have  for  access  to  care  and  the  quality  of  care? 

In  this  chapter,  we  provide  succinct  answers  to  these  questions~as  things  stood  early  in  the  implementation 
of  the  demonstration. 

1.    What  Factors  Explain  Key  Decisions  of  Home  Health  Agencies? 

Fundamentally,  the  factors  that  explain  the  key  decisions  of  home  health  agencies  are  those  that 
explain  the  key  decisions  of  all  organizations.  These  are,  first,  the  desire  to  survive  as  an  organization  and 
second,  the  desire  to  fulfill  the  organization's  mission— almost  always  in  that  order.  Because  the  home 
health  industry  (and  the  health  care  market  in  general)  is  now  in  transition,  even  turmoil,  we  have  an 
opportunity  to  observe  these  fundamental  forces  at  work. 

Many  home  health  agencies,  particularly  smaller  ones,  cannot  be  confident  of  their  survival  in  the 
current  business  climate.  They  are  being  squeezed  out  by  the  growth  of  managed  care  and  intense 
competitive  pressure  from  other  agencies  and  even  other  types  of  providers.  They  can  no  longer  expect 
to  receive  the  referrals  they  have  in  the  past.  Being  Medicare  certified  no  longer  means  that  an  agency  can 
serve  any  Medicare  beneficiary.  If  an  agency  does  not  have  a  contract  with  a  managed  care  organization, 
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enrollees  of  that  organization  will  not  be  referred  no  matter  the  quality  of  the  agency's  care  or  the  loyalty 
of  its  traditional  referral  sources.  Because  it  should  enhance  efficiency,  a  reduction  in  the  number  of  home 
health  agencies  often  may  be  in  the  public  interest  (especially  in  urban  areas),  but  it  is  very  hard  on  the 
people  directly  involved. 

Some  people  will  not  sense  when  the  organizations  that  support  them  are  in  danger  or  where  the 
danger  will  come  from.  The  executives  heading  the  demonstration  agencies  must  cope  with  staff  and 
contractors  who  are  reluctant  to  change,  for  whom  it  is  "business  as  usual."  In  addition,  there  probably 
are  home  health  agencies  in  danger  whose  leadership  does  not  perceive  the  threat  to  survival,  but  these 
agencies  would  be  unlikely  to  participate  in  the  demonstration  or  even  to  seriously  consider  doing  so. 

We  observe  people  who  are  acting  to  ensure  the  survival  of  their  agencies— some  haltingly  and  some 
well.  Traditions  crumble  in  the  face  of  the  survival  imperative;  thus,  visiting  nurse  associations  no  longer 
respect  each  other's  traditional  territories.  Mission  must  bend  if  necessary  to  ensure  survival;  thus,  if 
nonprofit  organizations  cannot  afford  to  fund  free  care  at  the  historical  level,  they  will  limit  it. 

Affiliation  with  others— through  vertical  integration  with  hospitals  or  other  types  of  health  care 
providers  or  through  horizontal  integration  with  other  home  health  agencies— may  enhance  the  chances  of 
survival.  Both  types  of  integration  permit  efficiency  by  eliminating  duplication  in  administrative 
operations.  Vertical  integration  offers  the  important  advantage  of  a  stream  of  relatively  protected  referrals, 
but  at  a  greater  price  in  agency  autonomy  and  the  opportunity  to  pursue  a  mission  of  community  service. 
In  addition,  the  risk  is  greater,  since  if  the  hospital  fails  (as  many  are  doing),  the  home  health  agency  also 
will  fail.  The  decisions  of  when  and  with  whom  to  affiliate  have  important  consequences  for  agency 
survival.  Agencies  are  struggling  to  make  the  "right"  choice. 

While  agencies  struggle  with  the  market  trends,  they  also  focus  their  efforts  on  enhancing  their  current 
position  to  ensure  survival  and  growth.  They  seek  new  referral  sources  and  try  to  cement  their  relationships 
with  their  existing  sources.  They  expand  the  geographic  areas  they  serve,  searching  for  ways  to  do  so 
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efficiently,  to  meet  the  demands  of  referral  sources,  and  to  seize  business  opportunities.  They  develop 
new  products  and  services  to  meet  the  needs  of  a  niche  market  or  to  diversify  to  limit  risk.  Occasionally, 
mission  wins  out,  and  agencies  introduce  new  services  that  have  poor  financial  prospects  in  order  to  meet 
the  needs  of  their  communities.  They  can  little  afford  to  provide  services  that  do  not  pay  their  own  way, 
however.  Agencies  want  to  meet  community  need,  but  they  cannot  do  so  if  they  go  out  of  business. 

The  impact  of  per-episode  prospective  payment  may  seem  lost  given  all  the  other  changes  in  the 
market  that  affect  the  key  decisions  of  demonstration  home  health  agencies.  The  randomized  design  of  the 
evaluation,  however,  will  allow  us  to  distinguish  between  the  effects  of  these  market  forces  and  reform  of 
the  payment  system  for  Medicare  home  health  care,  provided  that  the  latter  has  a  material  impact. 

2.    What  Factors  Explain  the  Decision  of  Home  Health  Agencies  Whether  or  Not  to  Participate 
in  the  Demonstration? 

An  understanding  of  why  home  health  agencies  chose  to  participate  in  the  demonstration  must  begin 
with  the  political  and  business  climate.  Looking  to  Washington,  agencies  recognize  policymakers'  concern 
over  the  recent  dramatic  increases  in  the  use  of  Medicare  home  health  care  and  of  legislative,  executive, 
and  industry  efforts  to  reform  the  benefit.  They  see  pressure  to  reduce  visits  per  episode  imminent  for  fee- 
for-service  Medicare.  Looking  to  their  own  communities,  agencies  face  the  insistent  demands  of  Medicare 
managed  care  plans  to  reduce  visits  per  episode.  Most  agencies  already  have  such  plans  in  their 
communities,  and  many  are  observing  substantial  increases  in  the  penetration  of  managed  care  into  the 
Medicare  market. 

Set  against  this  background,  it  is  not  surprising  that  agencies  valued  an  opportunity  to  learn  about,  and 
gain  experience  with,  a  demonstration  that  rewarded  more  efficient  provision  of  Medicare  home  health 
care,  especially  through  reductions  in  visits  per  episode.  Both  agencies  that  ultimately  decided  to 
participate  and  those  that  did  not  agreed  that  this  was,  by  far,  the  most  important  advantage  of  participation. 
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To  add  a  further  incentive  to  participate,  the  demonstration  promised  a  chance  to  earn  profits.  This 
chance  was  the  second  most  important  reason  for  participating  in  the  view  of  both  agencies  that  ultimately 
chose  to  participate  and  those  that  did  not.  Under  cost  reimbursement,  home  health  agencies-for-profit 
and  nonprofit  alike—must  look  to  payment  sources  other  than  fee-for-service  Medicare  to  earn  funds  to 
capitalize  their  businesses.  Lack  of  capital  sometimes  makes  it  difficult  for  them  to  develop  the  new 
programs  and  purchase  the  computers  they  need  to  improve  efficiency.  Other  sources  of  profits  are  drying 
up,  however,  as  Medicaid  and  private  insurers  enroll  more  patients  in  managed  care  organizations,  which 
exert  pressure  on  agencies  to  accept  low  rates.  In  addition,  private  donations  appear  to  be  smaller  and 
smaller,  forcing  nonprofit  agencies  to  find  other  ways  to  cover  the  costs  of  the  "free  care"  central  to  their 
deeply  held  mission  of  community  service.  As  they  struggle  to  find  funds  to  cover  the  cost  of  this  care, 
demonstration  profits  look  very  attractive,  especially  compared  with  alternatives  like  selling  cookbooks  and 
organizing  walkathons. 

Financial  risk  was  limited  under  the  demonstration,  although  it  was  difficult  to  judge  the  level  of  risk. 
The  demonstration  included  generous  loss-sharing  provisions  with  respect  to  financial  losses.  While  some 
cash-strapped  agencies  might  have  had  difficulty  covering  even  their  small  share  of  the  loss,  the  most 
important  issue  was  that  loss  protection  applied  only  to  costs  below  the  Section  223  limits.  Would  an 
agency  be  able  to  hold  costs  below  the  limits?  Assessing  that  likelihood  is  a  complex  and  difficult 
undertaking  that  ideally  would  draw  on  data  that  home  health  agencies  did  not  generally  have  at  their 
disposal.  Agency  executives  were  required  to  weigh  (1)  their  chance  of  success  in  changing  the  "culture', 
of  Medicare  home  health  care  fostered  by  cost  reimbursement  to  reduce  visits  per  episode  and  the 
magnitude  of  that  reduction,  (2)  the  probabilities  that  their  patient  case  mix  would  change  and  that  the 
demonstration  case-mix  adjuster  would  account  for  these  changes,  (3)  the  extent  to  which  their  per- visit 
costs  would  increase  as  visits  per  episode  were  reduced,  (4)  the  costs  of  the  required  demonstration  data 
collection,  and  (5)  how  these  factors  would  interact. 
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The  only  major  difference  in  how  participating  and  nonparticipating  agencies  perceived  the 
disadvantages  of  the  demonstration  was  that  nonparticipating  agencies  were  more  concerned  about  the  risk 
of  financial  losses.  Executives  of  nonparticipating  agencies  simply  may  have  been  more  reluctant  to  take 
risks  or  that  these  risks  took  on  increased  importance  in  their  minds  in  retrospect.  It  is  also  possible  that 
participating  and  nonparticipating  agencies  differed  in  how  they  assessed  the  factors  affecting  the  likelihood 
of  losses. 

Misunderstanding  also  may  have  played  a  role  in  encouraging  participation  in  the  demonstration. 
Some  agencies  with  costs  below  the  limits  may  not  have  been  concerned  about  this  aspect  of  financial  risk 
because  they  did  not  understand  the  forces  that  would  exert  upward  pressure  on  per-visit  costs  flowing 
from  reducing  visits  during  the  120-day  risk  period.  It  is  also  possible  that,  as  agencies  considered 
demonstration  participation,  they  believed  that  their  patient  volume  would  grow  to  compensate  for 
reductions  in  visits  per  episode.  The  dramatic  growth  rates  in  the  use  of  Medicare  home  health  care  in 
recent  years  might  lead  one  to  expect  continued  growth. 

Despite  the  financial  risks,  many  nonparticipating  agencies  would  have  grasped  the  opportunity  to 
participate  in  the  demonstration  had  they  been  able  to  do  so.  For  the  most  part,  the  judgments  of 
nonparticipating  agencies  about  the  advantages  and  disadvantages  of  the  demonstration  echo  those  of  the 
participating  agencies.  The  demonstration  simply  came  at  a  bad  time  for  many  of  them— at  a  time  of  flux 
for  their  organizations. 

3.    Was  the  Demonstration  Implemented  as  Planned? 

The  implementation  the  demonstration  is  important  for  two  reasons  First,  to  interpret  the  impact 
analyses,  we  must  understand  the  intervention  as  it  was  earned  out,  not  simply  as  it  was  planned.  Second, 
issues  that  arise  during  the  implementation  of  the  demonstration  can  yield  lessons  for  the  implementation 
of  an  ongoing  program  of  prospective  payment. 
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At  the  time  of  the  site  visits,  the  demonstration  was  being  implemented  as  planned.  Implementation 
was  prolonged,  however,  and  there  was  one  important  surprise  (discussed  later)  and  a  few  lessons  for  an 
ongoing  program. 

Billing.  Implementation  of  electronic  submission  and  transmission  of  bills  to  the  demonstration  fiscal 
intermediary  (FI)  were  particularly  problematic.  At  the  time  of  our  site  visits,  a  number  of  agencies  in  both 
the  treatment  and  control  groups  were  still  having  difficulty  with  electronic  billing.  As  a  result,  they  were 
experiencing  delays  in  payment;  this,  in  turn,  resulted  in  cash  flow  problems.  Some  agencies  were  able 
to  obtain  accelerated  payments  from  the  demonstration  FI  to  resolve  their  immediate  difficulties  with  cash 
flow,  but  others  were  forced  to  borrow  from  affiliated  organizations  or  financial  institutions.  Billing 
problems  were  exacerbated  somewhat  by  the  demonstration-related  requirements  such  as  splitting  bills 
for  visits  rendered  during  and  after  the  nsk  period.  None  of  the  problems  by  themselves  were  large—they 
were  primarily  "shake-down"  problems  that  are  to  be  expected  when  changing  payment  systems.  In  this 
case,  however,  the  shake-down  period  was  probably  prolonged  by  the  extraordinary  demands  placed  on 
the  demonstration  FI  staff  by  the  transfer  (midway  through  the  demonstration  enrollment  penod)  of  all 
home  health  agencies  formerly  served  by  Blue  Cross/Blue  Shield  of  New  Mexico.  A  few  lessons  learned 
from  the  process  should  help  implementation  of  any  nation-wide  change  in  the  home  health  payment 
system.  First,  HCFA  should  attempt  to  retain  the  same  FIs  during  the  entire  phase-in  period  of  the  new 
payment  method. 1  The  stability  in  FIs  will  allow  staff  to  address  the  multitudes  of  small  glitches  that  arise 
without  the  distraction  of  switching  large  numbers  of  providers  between  FIs  at  the  same  time.  Second,  the 
FIs  should  provide  detailed  specifications  for  billing  programs  in  advance  and  allow  vendors  to  design  and 
test  their  systems  before  implementation.  Thorough  opportunity  to  test  billing  programs  will  help  minimize 
the  number  of  glitches  and  ease  the  transition  period  for  agencies. 


'This  is  not  always  in  HCFA's  control  as  Fiscal  Intermediaries  may  choose  to  leave  the  Medicare 
program. 

210 


( 


There  is  a  lesson  for  an  ongoing  program  pertaining  to  the  identification  of  the  end  of  episodes  through 
billing.  The  demonstration  procedures  define  episodes  in  terms  of  visits;  a  gap  in  visits  of  at  least  45  days 
is  required  to  begin  a  new  episode.  To  enhance  efficiency  under  prospective  payment,  however,  it  will 
sometimes  be  desirable  to  substitute  other  types  of  services  (such  as  telephone  monitoring  )  for  visits.  In 
an  ongoing  program,  a  discharge  bill  that  did  not  require  a  visit  would  facilitate  such  substitution. 

Medical  Review  and  Delays  in  Payment.  Delays  in  electronic  billing  also  delayed  the  initiation  of 
medical  review.  As  a  result,  at  the  time  of  our  site  visits,  many  agencies  had  little  or  no  experience  with 
the  content  of  the  review  process  or  the  time  required  for  the  completion  of  this  process.  While  several 
treatment  agencies  reported  difficulties  in  submission  of  486  forms  for  abbreviated  medical  review,  only 
one  raised  a  concern  about  the  content  of  abbreviated  medical  review-whether  the  scope  of  the  review 
was  limited  in  practice  to  determination  of  whether  or  not  at  least  one  covered  skilled  visit  was  rendered, 
as  the  demonstration  procedures  called  for.  Furthermore,  only  one  agency  mentioned  the  timeliness  of 
medical  review,  and  then  only  by  questioning  whether  a  delay  in  payment  might  be  associated  with  a  delay 
in  completion  of  medical  review.  We  will  discuss  these  issues  in  depth  with  the  case  study  agencies  in  our 
second  round  of  site  visits.  However,  we  know  from  discussions  with  the  other  demonstration  contractors 
and  attendance  at  meetings  and  training  sessions  for  agency  staff  that  other  agencies  later  developed 
concerns  about  the  content  and  timeliness  of  abbreviated  medical  review;  and  the  timeliness  of  the  review 
developed  into  a  major  problem. 

Problems  with  the  timeliness  of  medical  review  gave  nse  to  what  is  probably  the  only  big  surprise  of 
demonstration  implementation:  delays  in  per-episode  payments.  Designers  of  the  demonstration  had 
assumed  that  treatment  agencies  would  not  need  periodic  interim  payments  to  smooth  their  cash  flow 
because  they  would  be  receiving  lump-sum  payments  early  in  each  new  episode.  However,  delays  in 
completing  medical  review  delayed  these  payments.  In  response,  a  form  of  periodic  payment  was  provided 
for  the  treatment  group  (starting  in  mid- 1996)  as  a  temporary  expedient.  A  more  permanent  solution  to 
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delays  in  the  medical  review  process— a  reduction  in  the  percentage  of  admission  claims  reviewed—is  now 
being  tested  in  the  demonstration.  HCFA  approved  a  reduction  in  the  percentage  of  treatment  admissions 
subjected  to  abbreviated  medical  review  (from  100  to  25  percent).  Since  100  percent  review  would  almost 
certainly  not  be  feasible  in  an  ongoing  program,  this  step  moves  the  demonstration  procedures  one  step 
closer  to  an  ongoing  program. 

Quality  Assurance.  Because  the  selection  of  the  quality  assurance  (QA)  contractor  and  the  initiation 
of  the  QA  data  collection  were  delayed,  agencies  were  still  "shaking  down"  the  QA  procedures  at  the  time 
of  our  site  visits.  As  a  result,  our  first  site  visits  do  not  provide  us  with  steady-state  information  on  some 
issues  related  to  QA— in  particular,  the  length  of  time  required  to  complete  the  forms  once  staff  have 
become  familiar  with  them.  Thus,  the  first  site  visits  cannot  yield  accurate,  reasonably  objective  evidence 
of  the  burden  associated  with  completion  of  the  QA  forms,  although  we  know  that  the  subjective 
impression  of  many  agencies  is  that  completion  of  these  forms  is  burdensome.  Objective  evidence  is 
important,  since  HCFA  is  planning  to  implement  a  similar  QA  system  nationally. 

In  addition,  some  QA  procedures  apply  only  when  patients  admitted  during  demonstration  operations 
have  been  receiving  care  for  120  days.  For  this  reason,  few  agencies  had  experience  with  completion  of 
the  Q A  forms  at  the  end  of  1 20  days  when  we  visited  them. 

Two  lessons  about  QA  from  the  early  days  of  the  demonstration  pertain  to  the  quality  of  the  data 
collected  in  the  QA  procedures.  First,  some  inconsistencies  in  the  QA  items  need  to  be  resolved  to 
maximize  the  quality  of  the  data  collected.  Second,  the  requirement  that  agencies  complete  QA  forms 
before  (and,  to  a  lesser  extent,  after)  an  inpatient  stay  during  the  home  health  episode  is  very  problematic, 
because  the  quality  of  the  data  is  often  compromised  and  because  the  procedure  is  burdensome  for  home 
health  agencies.  Since  agency  staff  are  often  unaware  that  a  patient  has  been  hospitalized  until  after  he  or 
she  has  been  discharged  (if  then),  they  cannot  complete  the  form  in  a  timely  way.  Delayed  completion  is 
very  likely  to  compromise  the  quality  of  the  data.  Since  a  substantial  minority  of  home  health  patients  are 
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admitted  to  the  hospital  during  the  home  health  episode,  elimination  of  the  requirement  to  complete  QA 
forms  before  and  after  an  inpatient  stay  would  assist  materially  in  reducing  the  burden  of  QA  data 
collection.  Moreover,  since  the  key  issue  for  regulating  the  quality  of  care  under  per-episode  prospective 
payment  is  the  patient's  condition  at  discharge  or  at  the  end  of  the  risk  period,  we  question  whether  the 
burden  of  data  collection  before  and  after  inpatient  stays  is  warranted,  especially  considering  the  threats 
to  the  quality  of  the  data. 

4.    What  Strategies  Did  Agencies  Adopt  to  Reduce  Visits  Per  Episode  and  Per- Visit  Costs? 

In  responding  to  the  incentives  of  per-episode  prospective  payment  to  reduce  per-visit  costs  and  visits 
per  episode,  agencies  adopted  strategies  they  have  also  employed  to  respond  to  the  managed  care 
imperatives. 

Per- Visit  Costs.  Almost  all  of  the  agencies  we  visited~in  both  the  treatment  and  control  groups-had 
taken  steps  to  reduce  their  per-visit  costs  in  the  three  years  before  the  site  visits.  Most  commonly,  they 
had  done  so  to  make  themselves  more  attractive  to  managed  care  organizations  from  whom  they  were 
seeking  contracts.  Although  the  Section  223  limits  for  hospital-based  agencies  were  reduced  dunng  this 
period  (when  the  regulations  were  revised  to  abolish  higher  limits  for  hospital-based  than  freestanding 
agencies),  this  revision  was  rarely  mentioned  as  a  reason  for  reductions  in  per-visit  costs. 

To  reduce  per- visit  costs,  agencies  had  employed  a  variety  of  strategies.  By  far  the  most  common  one 
was  to  reduce  administrative  costs,  either  absolutely  or  relative  to  direct  costs;  about  half  of  the  agencies 
employed  this  strategy.  Many  of  them  cut  cost  per  visit  by  realizing  economies  of  scale  during  the  three 
years  before  our  visit.  They  were  holding  the  line  on  administrative  costs  as  the  agency,  and  the  industry 
as  a  whole,  grew.  At  the  time  of  our  visits,  a  few  agencies  were  still  pursuing  growth  (while  constraining 
administrative  costs)  as  a  means  to  reduce  per-visit  cost.  Another  common  approach  to  reducing  per-visit 
costs  was  to  cut  administrative  labor  costs  by  consolidating  functions  or  positions.  Three  agencies  that 
joined  in  a  merger  reported  that  such  consolidation  was  central  to  their  cost-cutting  efforts.  In  addition, 
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some  agencies  employed  a  variety  of  strategies  to  cut  nonlabor  administrative  costs  (such  as  costs  of 
insurance  and  janitorial  services). 

The  next  most  common  approach  to  reducing  per-visit  costs  (employed  by  about  one  agency  in  five), 
was  to  increase  the  use  of  technology  by  visiting  staff.  The  technology  most  commonly  mentioned  was 
portable  computers.  Other  agencies,  however,  had  rejected  portable  computers  because  they  could  not 
raise  the  capital  required  to  purchase  them  or  judged  that  the  savings  generated  through  their  use  was  not 
enough  to  justify  their  expense.  Other  office  technology  was  cited  as  reducing  costs.  For  example, 
agencies  are  using  fax  machines  extensively  for  transmissions  to  and  from  the  offices  of  referral  sources 
and  physicians  and  the  homes  of  supervisors  and  staff. 

Several  other  approaches  to  reducing  per-visit  cost  were  each  cited  by  about  one  agency  in  six.  These 
included  (1)  increased  use  of  clerical  staff  (as  substitutes  for  clinical  staff)  for  intake,  scheduling,  and 
preparing  records;  (2)  introducing  productivity  standards,  controls  on  overtime  hours,  and  closer 
supervision  of  productivity;  (3)  changing  the  basis  of  payment  for  visiting  staff  to  per- visit  payment  or 
expanding  the  use  of  this  payment  method;  (4)  reducing  travel  costs  (primarily  by  restructuring  staffing 
of  geographic  areas,  improving  scheduling  programs  to  reduce  mileage,  and  increased  scrutiny  of  travel 
costs);  and  (5)  reducing  supply  costs  (primarily  by  adopting  standardized  supply  lists  and  centralizing 
purchasing  with  an  affiliated  organization  and  by  better  inventory  control). 

Per-Episode  Costs.  Half  of  the  agencies  in  the  treatment  group  that  we  visited  had  specific  initiatives 
to  reduce  per-episode  costs,  planned  in  response  to  per-episode  prospective  payment  or  for  which  adoption 
or  implementation  was  accelerated  by  prospective  payment.  Some  of  the  agencies  with  no  such  initiatives 
planned  were  "feeling  their  way  along"  with  respect  to  new  initiatives;  others  appeared  too  overwhelmed 
to  launch  new  initiatives.  Still  others  intended  to  rely  on  initiatives  they  had  already  adopted  in  response 
to  other  forces  in  their  environments-usually  managed  care.  They  had  no  plans  to  place  greater  emphasis 
on  these  initiatives  in  response  to  prospective  payment. 
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Those  case  study  treatment  agencies  with  specific  initiatives  in  response  to  prospective  payment  had 
a  variety  of  approaches  in  mind  to  reduce  the  number  of  home  health  visits: 

•  Closer  Supervision  of  Utilization.  About  half  of  the  treatment  agencies  with  specific 
initiatives  are  more  closely  supervising  utilization  of  visits;  usually,  they  are  increasing  their 
review  of  the  initial  plan  of  treatment  and  requiring  special  justification  for  any  visits  beyond 
those  originally  approved. 

•  Care  Maps.  More  than  a  third  are  considering  systematizing  care  by  using  care  maps  for 
patients  with  selected  diagnoses.  Most  have  not  yet  fully  implemented  this  initiative. 

•  Greater  Reliance  on  Community  Services.  More  than  a  third  are  placing  greater  reliance 
on  community  services  or  family  caregivers  (or  both)  to  reduce  the  need  for  home  health  aide 
visits. 

•  Telephone  Contact  A  third  plan  to  use  telephone  contacts,  either  instead  of  visits  to  monitor 
patient  compliance  or  to  provide  reassurance  to  patients  for  whom  visits  had  been  reduced. 

•  Speeding  up  Learning.  More  than  a  quarter  are  focusing  on  teaching  patients  and  caregivers 
to  learn  to  provide  needed  care  as  quickly  as  possible  (most  often,  by  providing  more  frequent 
visits  early  in  the  episode)  so  that  the  patient  can  be  discharged  more  quickly  or  the  nurse  can 
assume  a  monitoring  role. 

•  Eliminate  Multiple  Visits  in  a  Day.  About  one  in  six  are  attempting  to  reduce  the  cases  in 
which  a  patient  receives  two  visits  on  the  same  day  by  staff  of  different  disciplines  (for 
example,  therapy  and  nursing  visits). 

•  Use  of  Specialists.  About  one  in  six  are  making  greater  use  of  specialists  (particularly 
dietitians  and  enterostomal  therapists)  to  speed  healing. 

•  Rehabilitation/Modification  of  the  Environment  About  1 0  percent  are  planning  to  focus 
on  rehabilitating  patients  or  modifying  the  environment  so  that  patients  would  need  less 
personal  care. 

•  Equipment  One  agency  is  considering  using  multidosing  pumps  for  every  intravenous 
therapy  case  so  that  patients  and  caregivers  can  administer  a  larger  proportion  of  therapy 
treatments  without  assistance. 

These  initiatives  are  similar  to  those  adopted  in  response  to  managed  care.  Treatment  agencies  that 
were  planning  to  rely  on  existing  initiatives  to  reduce  visits  per  episode  also  mentioned  use  of  utilization 
review,  care  maps,  telephone  contact,  use  of  specialists  (dietitians),  and  increased  emphasis  on 
rehabilitation.  Managed  care  organizations  demanded  low  per-visit  rates  and  limited  the  number  of  visits 
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authorized,  forcing  agencies  to  develop  strategies  to  reduce  per-visit  costs  and  to  make  the  most  of  a 
limited  number  of  visits  in  an  episode  before  the  implementation  of  the  prospective  payment 
demonstration. 

5.    What  Were  the  Effects  of  These  Strategies  on  the  Process  of  Care,  and  What  Implication  Do 
These  Effects  Have  for  Access  to  Care  and  the  Quality  of  Care? 

Strategies  to  reduce  per-visit  costs  and  visits  per  episode  affect  the  process  of  care,  which  may  in  turn 
have  implications  for  access  to  care  and  the  quality  of  care.  Access  to  care  may  be  compromised  if 
agencies  avoid  a  mix  of  patients  that  is  more  expensive  to  care  for  than  the  mix  they  cared  for  in  their  base 
year.  If  agencies  reduce  visits  per  episode  inappropriately  or  discharge  patients  prematurely,  quality  of 
care  could  be  adversely  affected.  A  reduction  in  quality  of  care,  however,  is  not  the  inevitable  consequence 
of  such  a  reduction  in  visits.  Indeed,  some  aspects  of  quality  of  care  might  be  improved  under  prospective 
payment.  Our  site  visit  interview  data  allow  us  to  assess  early  shifts  in  the  process  of  care,  which  may  have 
implications  for  access  to  care  and  quality  of  care. 

We  find  no  evidence  that  strategies  adopted  to  reduce  per-visit  costs  and  visits  per  episode  affected 
access  to  care  during  the  early  months  of  the  demonstration—either  through  a  change  in  referral  sources 
or  a  change  in  intake  procedures  designed  to  avoid  patients  whose  care  would  be  more  expensive  than 
average.  Referral  sources  were  shifting  in  the  early  months  of  the  demonstration,  with  most  agencies 
losing  one  or  more  referral  source  and  some  adding  new  sources.  However,  these  shifts  were  due  to  the 
turmoil  in  the  home  health  industry,  not  to  the  incentives  of  prospective  payment.  Many  agencies 
(especially  freestanding  ones)  were  struggling  to  maintain  a  stream  of  referrals.  They  were  not  in  a 
position  to  shun  referral  sources,  and  they  did  not  do  so.  Agencies  sometimes  changed  their  intake 
procedures  during  the  year  preceding  our  site  visits.  However,  these  changes  were  designed  to  streamline 
and  centralize  the  intake  process,  not  to  avoid  patients  whose  care  would  be  more  expensive  than  average. 
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Agencies  were  not  in  a  position  to  pick  and  choose  specific  patients  for  fear  of  antagonizing  referral 
sources. 

We  find  no  evidence  that  strategies  adopted  to  reduce  per-visit  costs  and  visits  per  episode  adversely 
affected  quality  of  care  during  the  early  months  of  the  demonstration.  Over  time,  several  of  the  strategies 
that  are  being  pursued  seem  likely  to  improve  quality  of  care,  while  others  may  have  no  effect  or  may 
adversely  affect  the  long-run  quality  of  care.  If  successful,  strategies  to  achieve  patient  independence  more 
quickly  (care  maps,  speeding  up  learning,  use  of  specialists,  rehabilitation  and  modification  of  the 
environment)  would  surely  represent  an  improvement  in  the  quality  of  care.  However,  the  long-run 
impacts  of  strategies  that  increase  reliance  on  patients,  informal  caregivers,  and  community  services  (in 
lieu  of  home  health  visits)  and  of  strategies  emphasizing  utilization  review  are  less  clear.  To  the  extent  that 
patients  and  informal  caregivers  are  able  to  take  on  increased  responsibilities  (for  personal  care  and  for 
treatment),  quality  of  care  will  not  suffer;  although  patients  and  caregivers  may  be  less  satisfied.  More 
patient  responsibility  is  consistent  with  greater  patient  independence.  However,  if  patients,  caregivers,  or 
community  services  are  not  adequate  to  the  increased  responsibilities  being  thrust  upon  them,  then  the 
health  of  patients  (and  even  that  of  informal  caregivers)  could  suffer.  Utilization  review  could  enhance  the 
quality  of  care  through  bringing  to  bear  the  skills  of  clinical  supervisory  staff  and  foster  continuity  of  care 
by  ensuring  that  supervisors  are  knowledgeable  about  each  patient's  condition  and  circumstances. 
However,  home  health  agency  staff  complain  that  utilization  review  of  home  health  care  conducted  by 
managed  care  organizations  has  too  often  become  rote  and  ill  informed.  If  the  financial  stakes  were  high 
enough-for  example,  if  the  survival  of  the  agency  were  at  stake— what  is  to  prevent  that  from  happening 
to  utilization  review  conducted  by  home  health  agencies  themselves?  Because  of  generous  loss-sharing 
provisions,  agency  survival  is  unlikely  to  be  threatened  by  participation  in  the  demonstration.  However, 
the  survival  of  some  agencies  will  surely  be  at  stake  in  a  national  program  of  per-episode  prospective 
payment,  with  potentially  adverse  consequences  for  the  quality  of  care. 
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